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Executive Summary

Purpose

To assist the administration and the Congress in the decisions they face
regarding Central America, GAO reviewed the impact of U.S. programs
and activities in the five Central American countries, Panama, and
Belize during the 1980s. These programs and activities focused on four
major U.S. policy objectives:

promoting regional security,

strengthening democracy,

achieving economic stabilization and structural adjustment, and
advancing equitable broad-based development.

GAO visited all seven countries and obtained perspectives from Central
American and U.S. experts on the region at Gao-sponsored conferences
in San Jose, Costa Rica, and Washington, D.C.

Background

Key events of the late 1970s and early 1980s, including (1) the signing
of the Panama Canal Treaty, (2) the rise of the Marxist Sandinista gov-
ernment in Nicaragua, and (3) the growth of leftist insurgency in El Sal-
vador, led to an increased U.S. focus on Central America. In response to
concerns about U.S. and Central American security, the United States
increased military aid to El Salvador and Honduras and in 1981 began
supporting the Nicaraguan Democratic Resistance (contras) in its oppo-
sition to the Nicaraguan government.

The National Bipartisan Commission concluded in a 1984 report on Cen-
tral America that foreign-supported elements were using the region’s
widespread poverty and social injustice to gain popular support against
the region’s governments. It recommended that the United States (1)
counter the foreign-supported elements fostering regional instability and
(2) promote democracy through programs to achieve economic growth
and development. In response, the Congress increased military aid to El
Salvador and Honduras and approved a 5-year economic aid program
for the region.

In the ensuing years, the United States continued to fund military and
economic assistance to the region, maintained a military presence in
Honduras to support U.S. military exercises and signal U.S. resolve to
support its allies from the Cuban/Nicaraguan threat, financially sup-
ported the contras, and continued diplomatic efforts to promote peace
and democracy in the region. Simultaneously, Mexico, Venezuela. Colom-
bia, and Panama persevered in their Contadora initiative begun in 1983,
which sought to resolve the conflicts in Central America and alleviate
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Executive Summary

Results in Brief

the tension between the United States and Nicaragua. Through 1987
several drafts of an agreement were circulated for approval, but all
proved unacceptable to either the United States, Nicaragua or other
Central American nations. In August 1987 the five Central American
countries demonstrated their desire to take control of the peace process
by signing the Esquipulas II peace accord. The accord called on all gov-
ernments to enact cease-fires and offer amnesty to internal opposition
groups, promote democratic reforms, cease all aid to insurgents, and
deny the use of their territories to elements seeking to destabilize Cen-
tral American governments.

By 1989 it was apparent that the peace plan had not resulted in the
changes anticipated and that compliance varied by country. Neverthe-
less, in February of this year, the Central American presidents renewed
their attempts to find a regional solution to the region’s problems. The
presidents took note of Nicaragua’'s democratization plans and agreed to
develop a plan for repatriating or resettling the contras, currently being
maintained inside Honduras with U.S. humanitarian aid. Subsequently,
the administration and congressional leadership agreed to pursue a
bipartisan policy of maintaining the contras in Honduras with U.S.
humanitarian aid until Nicaragua follows through on its pledge to hold
free elections in February 1990.

Although progress was made in achieving each of the four U.S. objec-
tives, less was accomplished than anticipated because regional conflicts
were not ended and economies did not rebound as envisioned. and the
time frames established were proven to be unrealistic. Moreover. some
countries could not quickly overcome a long history of military dictator-
ships, inefficient and corrupt government institutions, extreme poverty,
and political violence.

The United States, of course, cannot unilaterally remove the obstacles to
peace and development in Central America. The region’s development
will require a long-term U.S. financial commitment, greater support
from the international community, and a greater commitment by the
Central American countries themselves.

Our analysis strongly suggests that the United States should sujipwort
Central American initiatives such as the revived Esquipulas Il resional
peace plan. This plan provides a framework for Central Americins to
address current conflicts. The United States can support this eftort by
using this framework to address the major foreign policy issues it taoes
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Executive Summary

in the region. The current administration has demonstrated a greater
willingness to move in that direction, even if the recent bipartisan Cen-
tral American agreement does not call for the immediate repatriation of
the contras.

Principal Findings

Regional Security Remains
in Upheaval

Achievement of the first U.S. objective of advancing regional security
remains crucial to the success of the other three U.S. objectives of pro-
moting democracy, economic stabilization and structural adjustment,
and broad-based development. While, U.S. regional security policies may
have halted further Soviet expansion in Central America, peace and sta-
bility have not yet been achieved. High levels of U.S. aid prevented the
likely victory by insurgents in El Salvador; however, that insurgency
and the one in Guatemala continue. Efforts to professionalize and mod-
ernize military forces have been hampered by institutional weaknesses.
Some concerns exist about the susceptibility of weak civilian govern-
ments to military influence; however, at this time, the militaries in El
Salvador, Honduras, and Guatemala support their elected governments.
Despite U.S. pressure, Nicaragua’s Sandinista government and Panama’s
General Noriega rule without making major concessions to democracy.
Although the United States publicly supported peace efforts of the Con-
tadora Group and the Central American countries, at times U.S. policy
has had the effect of undermining the intent of these agreements.

Major security problems remain in Central America and Panama. In El
Salvador, extensive military aid will be required to continue the govern-
ment’s war against its insurgency, and only limited progress toward U.S.
economic, development, and democracy objectives can be expected until
the war ends. Nicaragua continues to pose security problems for the rest
of the region due to its past military buildup and support for insurgen-
cies. The debate continues over whether or not to allow Guatemala to
purchase lethal equipment with U.S. military aid. Finally, the continuing
crisis in Panama has raised concerns about U.S.-Panamanian relations,
the safety of U.S. personnel, and the security and operations of the
Canal after 1999.
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Executive Summary

Fragile Democracies Face
Major Challenges

The precise impact of U.S. programs and policies on the second objective
to promote the region’s movement toward democracy is difficult to mea-
sure. Economic support and development assistance helped maintain the
relatively stable democracies of Costa Rica and Belize and supported the
democratic transitions in El Salvador, Guatemala, and Honduras.
Although the overall human rights situation in Central America
improved, consistent respect for human rights has not been achieved.
Progress toward judicial reform was made, but serious deficiencies could
not be overcome in the short term. Continuing violence, inequitable
socioeconomic conditions, drug trafficking, corruption, and other condi-
tions pose significant challenges to the fragile democracies that have
evolved. These conditions could negatively affect democratic transitions
throughout the region unless democratic institutions and processes are
further strengthened.

Uneven Success in Meeting
the Economic Objectives

The success of U.S. efforts to achieve the third objective of economic
stabilization and structural adjustment varied by country. High levels of
U.S. aid helped to halt economic decline in El Salvador, Honduras,
Belize, Costa Rica, and Guatemala, but each country remains dependent
on external assistance. U.S. economic stabilization and adjustment
efforts were more successful in Costa Rica, Belize, and Guatemala
because these countries were committed to reforms that had popular
support. Still, Costa Rica must deal with a burdensome debt problem.
Belize has an inadequate economic base, and Guatemala has far-ranging
development needs. Progress in El Salvador was hampered by U.S. and
Salvadoran unwillingness to risk political instability arising from major
economic reforms, and extensive damage caused by the guerrillas and
the 1986 earthquake. Honduras did not accept the need for reforms.
viewed U.S. aid as a substitute for reforms, and was able to resist imple-
menting economic reforms the United States sought because the Hondu-
ran government supported U.S. regional security programs. However,
Honduras has recently been more amenable to reforms being suggested
by the United States. U.S. sanctions on Panama and Nicaragua contrib-
uted to already serious economic problems brought on by their political
situations.

Obstacles Facing Broad-
Based Development Goals

While U.S. aid has helped Central American countries maintain higher
living standards than otherwise would have been possible, the fourth
objective of broad-based development was not attained to the extent
anticipated. With the exception of Costa Rica, Central American coun-
tries remain constrained in their ability to provide social services to and
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Executive Summary

Matters for
Congressional
Consideration

generate jobs for the poor. Poverty and economic inequities continue, in
some countries at levels worse than a decade ago. Development progress
has been hampered by slowed economic growth, armed conflicts, weak
host government capabilities and their failure to implement needed pol-
icy and institutional reforms, natural disasters, a poor investment cli-
mate, and administrative requirements of U.S. aid programs.

Regional Security

GAO’s analysis suggests that, to further promote regional security, the
United States should support the regional peace plan by discussing with
the Central American presidents the U.S. role in (1) promoting a regional
solution on the future of the contras, (2) monitoring and verifying com-
pliance with the plan’s provisions, and (3) formulating penalties for non-
compliance and incentives for compliance.

Strengthening Democracy

GAO’s analysis suggests that, to support Central America’s movement
toward democracy, the United States should (1) support Central Ameri-
can initiatives and multilateral approaches when possible to lower the
U.S. profile in sensitive areas and reinforce societal elements working
toward democratic changes, (2) continue support for judicial reform and
the selective use of conditionality to urge governments to improve their
performance in the human rights area, and (3) intensify programs to
strengthen both civilian and military institutions with the aim of
increasing accountability and reducing the corruption and inefficiency
that undermine public confidence in democratic governments.

Economic Stabilization

GAO’s analysis suggests that, to further U.S. economic goals. the 1 nited
States should (1) assist Costa Rica in dealing with its serious commercial
debt problem; (2) continue assistance to Belize; (3) encourage (iuatemala
to privatize inefficient government-owned enterprises; and (4) recognize
that due to the political and security situation in El Salvador and the
absence of economic reforms in Honduras, additional and prolonged
assistance will be necessary.
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Executive Summary

Broad-Based Development

Agency Comm

ents

While greater progress is needed in attaining broad-based development,
any U.S. effort to accelerate progress would be undermined by the con-

tinuing regional conflicts and economic difficulties. GAO’s analy51s sug-
gests that if substantial progress is made in resolving these nroblems
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Overall, State disagreed with GAO’s assessment of the impact of U.S. pol-
icy and some programs and the reasons as to why peace has not been

achieved. The Department felt that in fairness Ga0 should have recog-
nized the nnpn—a:mdpd nature of 1J.S. efforts to pursue its goals and
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that the report implies that the United States cannot have interests sep-
arate from Central muericans, cannot act on its own to meet those inter-
ests, and 1naccurately describes why peace has not been achieved. The
report has been clarified to reflect agreement that the United States
must maintain the right and flexibility to determine its interests and
actions. in the report GAO points out that Nicaragua has contributed to
regional instability but also observes that social, political, and economic
conditions that caused the rise of discontent in Central American coun-

tries are similarly important in explaining the absence of peace.

The Agency for International Development generally agreed with our
observations on development-related issues and our analyses of U.S. sta-
bilization and adjustment efforts. It had some minor points of clarifica-
tion and/or disagreement, and GAO clarified the report to accommodate
these observations where appropriate. Agency comments and GAO
responses are included in appendix IV.
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Chapter 1

Introduction

Background

Central America’s recent political and socioeconomic difficulties have
resulted from a combination of internal and external circumstances.
Problems arising from a history of violence, oppression, poverty, and
social injustice were compounded by the world oil crises of 1973-74 and
1978-80 and subsequent international economic recessions. As these
problems intensified and the Soviet Union, Cuba, and Nicaragua began
to pose a security threat to the region and the United States, the admin-
istration and Congress began focusing more attention on Central
America.

Several key events of the late 1970s and early 1980s heightened U.S.
interest in Central America. The United States and Panama signed the
Panama Canal Treaties of 1977, which obligated the United States to
give control of the Canal to Panama by the year 2000. The Somoza gov-
ernment in Nicaragua was overthrown by the Sandinistas in 1979, and,
along with Cuba, the Sandinistas began supporting Marxist-led insur-
gents threatening to topple the government of El Salvador. The region’s
economic deterioration, heightened poverty, and sociopolitical unrest
were also increasing the number of immigrants illegally entering the
United States.

Marxist activity in the region raised the specter of eventual external
threats to U.S. security. To counter the threat posed by Salvadoran
insurgents, the United States provided El Salvador $6 million in military
aid in 1980 and $35 million in 1981. To counter Sandinista subversion,
the United States supported the Democratic National Resistance (con-
tras) to oppose Nicaragua's government, established a U.S. military
presence in Honduras, began an extensive program of training exercises
with the Honduran military, and increased its intelligence activities in
the region. U.S. assistance, conditioned on observance of human rights,
was rejected by the military government of Guatemala.

In 1983 the President created a National Bipartisan Commission on Cen-
tral America, chaired by former Secretary of State Henry Kissinger. to
recommend appropriate U.S. responses to the problems in Central
America. The Commission’s January 1984 report concluded that the
United States could best serve its strategic interests in Central America
by pursuing a policy that promoted long-term stability. It recommended
that the United States (1) assist the Central American countries in coun-
tering the foreign-supported elements that fostered regional instability
and (2) simultaneously initiate a 5-year, $24 billion assistance effort to
promote democracy through economic growth and development and

Page 10 GAO/NSIAD-89-170 U.S. Assistance in Central America



Chapter 1
Introduction

through support of democratic institutions.! The Commission projected
that the United States would provide $12 billion in assistance and that
international financial institutions, other bilateral donors, private inves-
tors, and commercial banks would provide the remaining $12 billion.
The Commission’s projections on external assistance to the region were
based on the assumptions that (1) the insurgencies in El Salvador and
Nicaragua and the political conflict between Nicaragua and its neighbors
would be eliminated in less than 2 years and (2) the Central American
countries would follow prudent economic policies and achieve steady
political and social progress. These assumptions and the time frames
were ultimately proven unrealistic.

Congress passed an emergency aid package for fiscal year 1984, and in
February 1984 the administration submitted the Central American
Democracy, Peace, and Development Initiative to the Congress. The ini-
tiative, designed to pursue the recommendations of the Kissinger Com-
mission, recommended a 5-year, $8.4 billion package of economic
assistance programs to cover fiscal years 1985 through 1989, including
$6.4 billion in funding and $2 billion in guarantees, and proposed sub-
stantial, but unspecified, increases in U.S. military assistance. Subse-
quently, an administration review recommended extending the initiative
through fiscal year 1992 with total funding of about $6.9 billion. The
assistance package focused on improving conditions in Costa Rica, El
Salvador, Guatemala, Honduras, and to a lesser extent Belize.

As shown in figures 1.1 and 1.2, the United States provided more than
$6.5 billion in military and economic assistance to Central America dur-
ing fiscal years 1981-88. During this period, U.S. military assistance to
the region increased from $44.8 million in fiscal year 1981 to a high of
$297.2 million in fiscal year 1984 before gradually declining to about
$132 million during fiscal year 1988. U.S. economic assistance, including
Economic Support Funds (ESF), Development Assistance, food assistance
provided under Public Law 480, and Peace Corps activities, also dramat-
ically increased from $247.3 million in fiscal year 1981 to a high of
$957.2 million in fiscal year 1987 before falling to about $730.0 million
in fiscal year 1988. El Salvador was the largest aid recipient during this
8-year period, receiving a little more than $3 billion, approximately

$2.2 billion of which was economic assistance. In addition, the United
States provided $1.4 billion to Honduras, $1.1 billion to Costa Rica.
$620.4 million to Guatemala, and $85.6 million to Belize.

'The recommended $24 billion did not include Belize, which is generally considered to be pait f the
Caribbean rather than Central America.
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Figure 1.1: U.S. Economic and Military |
Assistance to Central America for Fiscal
Years 1981-88 1200 Obligations (Dollars in Millions)

FY 1981 FY 1982 FY1983 FY 1984 FY 1985 FY 1986 FY 1987 FY 1988

[:_—] U.S. Military Assistance
N

U.S. Economic Assistance

U.S. Economic Assistance includes ESF/DA/PL480

U.S. Development Assistance includes Peace Corps and Intemational Narcotics Control data
FY 1988 Peace Corps data is estimated
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Figure 1.2: Assistance to Central
America by Country, Fiscal Years
1981-88
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Figure 1.3: Map of Central America
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Objectives, Scope, and
Methodology

To respond to the request of the Chairman, Senate Committee on For-
eign Relations, and to assist the new administration and the Congress in
addressing future decisions, we reviewed the impact and effectiveness

of U.S. programs and activities implemented in Central America during
the 1980s. For purposes of this review, we defined Central America to
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include the five countries that traditionally comprise the region—Costa
Rica, El Salvador, Guatemala, Honduras, and Nicaragua—as well as
Belize and Panama. We examined U.S. programs and activities that
sought to attain four major U.S. policy objectives: (1) promoting regional
security, (2) achieving economic stabilization and structural adjustment,
(3) advancing equitable broad-based development, and (4) strengthening
democracy.

In evaluating the impact of U.S. programs and strategies in the region,
we

interviewed U.S. government officials and representatives of private
sector organizations and multilateral institutions in the United States;
conducted an extensive review of literature, including U.S. government,
host-country government, and international organization reports and
studies;

sponsored a symposium in San Jose, Costa Rica, to obtain the perspec-
tives of experts from Central America regarding U.S. programs and
activities in the region;

interviewed U.S. government and host-country government officials and
representatives of private voluntary organizations, multilateral organi-
zations, political parties, and the private sector in all seven countries;
and

conducted a conference on Central America and a workshop on Panama
in Washington, D.C., during which U.S. government and nongovernment
experts discussed our tentative review findings and shared their views
concerning the future direction of U.S. policies in the region.

We have included in-depth analyses of Central America in the report.
While reference to Panama is made in the report, our review of this
country continues.

Our fieldwork was conducted during the same period as a related Con-
gressional Research Service study on Central America.? We coordinated
our efforts with the Service, both in the field and in Washington.

Representatives of the Departments of State and Defense and the Agency
for International Development (AID) informally commented on a series of
internal GAO discussion papers as our review progressed and participated
in our Washington conference on Central America. State and AID repre-
sentatives also participated in the workshop on Panama.

2Forum: Central American Dilemmas and U.S. Policy, Congressional Research Service. Febritary 1989
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Chapter 2

Impact of U.S. Assistance in Advancing
Regional Security

The rise of insurgencies and the increasing overall threat of Soviet-
Cuban-Nicaraguan expansion in Central America have presented serious
challenges to U.S. and Central American security during the 1980s. Cen-
tral America is strategically vital to the United States. U.S. foreign trade
and petroleum pass through the Panama Canal and the Caribbean, and
about half of all sea cargo would pass through the region to supply
North Atlantic Treaty Organization allies in a crisis. The Kissinger Com-
mission, in recommending its plan for addressing the internal and exter-
nal threats to regional security suggested that ‘“the United States faces
serious strategic implications due to Soviet-Cuban support for armed
insurgency in the region.” The Commission warned that consolidation of
a Marxist-Leninist regime in Nicaragua would create a permanent secur-
ity threat to the region. The concerns of the Commission and others that
“communist-led” terrorism, influence, and destabilizing actions were
occurring in Central America and reports of a major military buildup by
the Sandinistas resulted in a substantial commitment of U.S. military aid
and support to the region to protect the security of the United States
and its Central American allies.

Through this commitment, the United States has made some progress in
advancing regional security, and U.S. programs have had some positive
impacts in Central America in the 1980s. U.S. aid prevented the take-
over of the Salvadoran government by leftist insurgents, enhanced Cen-
tral American militaries’ capabilities, and may have halted further
Soviet expansion in the region. However, regional conflicts have not
ended, as assumed by the Kissinger Commission, in part, according to
the Department of Defense (DOD), because they received 22 percent less
in military assistance than requested. The Sandinista government of
Nicaragua has consolidated its power and remains a security concern to
its neighbors. The U.S.-supported contras, once seen as an answer to the
Nicaraguan problem, are now perceived by Honduras as a potential
threat to its political, economic, and social well-being. The Salvadoran
insurgency has been greatly reduced but remains a continuing threat to
El Salvador’s security and stability. Guatemala has also reduced the
number of insurgents but has not been able to end the insurgency Fur-
ther, some countries have had difficulty overcoming a legacy of mihtary
dictatorships, inefficient and corrupt government institutions. extreme
poverty, and political violence.

There are limits to what the United States can do to alter events in the
region. Recent events, including a renewed emphasis on the Centr.il
American peace plan and a willingness on the part of the governments
of El Salvador and Nicaragua to discuss or propose solutions to the
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region’s conflicts, may eventually restore peace to the region. If so, the
U.S. role in assisting Central America may be different in the future.

According to the Department of State, the United States established
security objectives in Central America to protect the United States and
the Central American region from potential Soviet, Cuban, and Nicara-
guan aggression and the exportation of insurgency and to promote peace
and democracy in the region. In 1984 the administration reported that
“the export of violence by Cuba and Nicaragua with Soviet backing is
the principal external security threat to democracy in the hemisphere”
and noted that the United States was working to contain “Nicaragua’s
military ties to Cuba and the Soviet bloc, its subversive activities, milita-
rization, and internal repression.” According to U.S. government offi-
cials, the Nicaraguan government, supported by Cuba and the Soviet
bloc, was trafficking arms to El Salvador’s Farabundo Marti Liberacion
Nacional (FMLN) insurgents. Further, the Nicaraguan military was under-
going an unprecedented military buildup and acquiring large amounts of
military equipment and armaments from the Soviet bloc. Moreover, both
the Soviet Union and Cuba were providing military advisers, thus giving
Nicaragua a considerable military advantage over the other countries in
Central America.

U.S. interests and security objectives were also reflected in the Kissinger
Commission report. The Reagan administration requested that the Kis-
singer Commission study the situation and recommend alternatives for
dealing with the region’s political, social, economic, and security issues.
The administration adopted the Commission’s recommendations, includ-
ing the recommendation to focus U.S. aid on security goals in order to
restore peace and stability to the region. The Commission’s report stated
that the general strategic objective of U.S. diplomacy in Central America
should be to remove the civil wars and national conflicts from the global
East-West context to their more appropriate level of regional or internal
strifes. Specifically, the Commission recommended that the United
States provide significantly increased levels of military aid to El Salva-
dor in the short term to help end the war, provide increased military
assistance to Honduras to build a credible and deterrent force against
Nicaragua, provide assistance to Guatemala to aid it in pursuing a more
consistent and humane counterinsurgency strategy, assist Nicaragua in
becoming a peaceful and democratic neighbor, and promote democracy
and development in all the Central American countries. Because of the
Commission’s recommendation to increase military aid to the region,
particularly to enable El Salvador to defeat the FMLN insurgent forces,
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Congress met the administration’s fiscal year 1984 supplemental aid
request of $553.7 million, of which $195.2 million was military aid.

In addition to providing military support to the Salvadoran government
in its armed conflict, in 1981 the United States authorized covert
paramilitary actions against the Sandinista government in Nicaragua by
funding the contras. Congressional debate followed about these covert
activities and, in 1982, Congress passed the Boland Amendment to
ensure that monies appropriated for the contras would not be used to
overthrow the government of Nicaragua. Reports of increased covert
and illegal actions and mining operations resulted in the passage of an
amendment in 1984 to prevent any further direct support of the contras.
The President signed legislation authorizing $27 million in humanitarian
aid for the contras. Thereafter, in October 1986, Congress approved the
administration’s request for $100 million in lethal and nonlethal aid to
the contras, and in 1988 Congress appropriated a total of $45 million in
humanitarian assistance to the contras and victims of the Nicaraguan
conflict. Funding for the contras has been one of the most controversial
foreign policy issues of the 1980s. In March 1989, the administration
announced that it had reached a bipartisan accord with the congres-
sional leadership to foster peace while continuing nonlethal aid to sus-
tain and/or relocate the contras. The bipartisan agreement provides for
$49.75 million through February 1990, by which time the Sandinistas
have pledged to hold free elections.

To achieve its security objectives in Central America, the United States
not only provided increased levels of security assistance to the region
and funded the contras in their armed conflict against the Sandinista
government but also enhanced intelligence activities; expanded U5 mil-
itary exercises, most notably in Honduras; funded humanitarian and
civic action activities; imposed conditions on U.S. aid to El Salvador and
Guatemala based on democratic reforms and increased respect for
human rights; and applied economic sanctions to Nicaragua. Security
assistance to the region peaked during fiscal year 1984, particularly to
El Salvador and Honduras, and declined during the latter part of the
1980s, with El Salvador and Honduras continuing to receive the highest
amounts of U.S. military aid.

Efforts to Promote Peace
Through Dialogue

As part of the strategy to bring peace and security to the region. [" S

officials engaged in bilateral talks with all nations, including Nicuragua,
and publicly supported Central American peace efforts such as FEsquipu-
las II. During bilateral talks with Nicaragua, the United States raised its
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security concerns, including (1) an end to Nicaraguan support of insur-
gencies, (2) a reduction in the size of the Nicaraguan military, (3) the
removal of Soviet and Cuban influence, and (4) the development of
political and democratic pluralism. The Nicaraguan position called for
(1) an end to U.S. support for the contras, (2) a reduction in the U".S.
military presence in Honduras and El Salvador, (3) an end to military
exercises near Nicaragua'’s borders, and (4) respect for Nicaraguan sov-
ereignty. In other efforts to promote peace, Secretary of State Shultz
met with Central American leaders and dispatched special U.S. envoys
on several occasions to convince them to support U.S. policies and iso-
late Nicaragua. The situation, however, remained unresolved.

The Contadora initiative, which began in 1983, was an effort by the for-
eign ministers of Mexico, Venezuela, Colombia, and Panama to consider
means to resolve conflicts in Central America and alleviate the tension
between the United States and Nicaragua. Together with the Central
American countries, the Contadora group set out to negotiate a compre-
hensive agreement on Central American political, economic, and security
issues. Some members of Congress endorsed the agreement 4s a peace-
ful, muitilateral alternative to what, in their opinion, had been a con-
frontational approach toward Nicaragua. The administration and other
members of Congress declared their support for the initiative but contin-
ued to back military efforts as necessary to strengthen negotiations and
protect the region’s security. Through 1987, several drafts of the Con-
tadora Agreement were circulated for approval, but all proved unac-
ceptable to either the United States, Nicaragua, or the other Central
American nations. The Reagan administration voiced its support for the
plan but expressed its concern over implementation of specific aspects
of the initiative and the absence of enforcement mechanisms. Also miss-
ing from the proposal was a requirement that Nicaragua end its align-
ment with the Soviet bloc and Cuba.

Central American experts raised concerns about U.S. attempts to domi-
nate events in Central America, the stalemate between the United States
and Nicaragua, and the U.S. contra policy. However, many Central
Americans also shared U.S. concerns about regional security and the
verification of Nicaragua’s compliance with the peace agreement (On
August 7, 1987, the Central American presidents demonstrated thear
desire to take control of the peace process by signing the Esquipulias 11
peace accord in Guatemala. The plan represented a compromise among
the five Central American countries. While its provisions applied to all
the countries, it provided a basis to come to terms with the situation in
Nicaragua. The accord calls on governments to (1) enact cease-tires and
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offer amnesty and dialogue to internal opposition groups, (2) promote
implementation of democracy, (3) cease military and other aid to insur-
gents, and (4) deny use of their territories to elements seeking to
destabilize Central American governments.

After nearly 18 months, the peace plan had not resulted in the major
changes anticipated, and compliance with the plan’s provisions varied
from country to country. For example, Nicaragua continued to resist
pressure to democratize citing U.S. aid to the contras as the cause, and
the staging of the contras in Honduras placed Honduras in a noncompli-
ance position. Nevertheless, the Central American presidents renewed
their commitment to the plan in February 1989 meetings in El Salvador.
At those meetings, the presidents took note of Nicaragua’s recent plans
for promoting democracy and agreed to prepare a plan on how to repa-
triate or relocate the contras, who are currently in camps within Hondu-
ras. The presidents also discussed the proposed multilateral verification
efforts to ensure compliance with the plan’s security and democracy-
related provisions. These proposals call for (1) the United Nations to
monitor and verify security provisions in each country and assist in the
repatriation or resettlement of refugees and the contras and (2) an inter-
national team to observe elections in Nicaragua in February 1990.

After providing extensive U.S. military assistance, regional security
remains a major problem of the United States and its Central American
allies. Overall, the success of U.S. programs and activities varied signifi-
cantly from country to country. U.S. aid prevented the likely victory by
insurgents in El Salvador; however, that insurgency continues, as does
the one in Guatemala, where the United States has not provided funds
for the purchase of lethal weapons or ammunnition since fiscal year
1986. U.S., Honduran, Salvadoran, and Costa Rican government officials
still view Nicaragua as a threat to the stability of the region.

Overall, U.S. government officials cited inconsistent, lower-than-
requested funding levels and host government institutional problems as
the primary reasons that U.S. security objectives have not been fully
attained. In addition to these factors, some U.S. security objectives may
not have been fully attained because they were implemented at cross-
purposes with other U.S. objectives and without full consideration of
their possible consequences. For example, some U.S. actions may have
contributed to increasing the number of refugees and the plight of the
middle class, increasing Central American dependency on the United
States, and alienating traditional U.S. supporters. Inconsistent funding
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of the contras, unilateral imposition of economic sanctions on Nicaragua,
and a conditional commitment to the Central American peace plan frus-
trated some Central Americans. The increased funding during the 1980s
raised the dependency of Central American militaries—particularly
those of El Salvador and Honduras—on the United States for their sus-
tainment and support even though these increasing levels of assistance
and military equipment might have been necessary to achieve security
goals. In sum, U.S. projections on what the aid could achieve, specifi-
cally in putting down insurgencies, proved to be unrealistic.

El Salvador Struggles to
End Conflict

From fiscal years 1981 to 1988, the United States provided El Salvador
with nearly $825 million in Military Assistance Program (MaP) and For-
eign Military Sales (FMS) credits funds and prevented the insurgents
from overthrowing the Salvadoran government. The program expanded
inventories of defense equipment and improved firepower, mobility, and
cornmand, control, and communications. In addition, up to 55 U.S. mili-
tary trainers are assigned to Salvadoran military commands to provide
training. These trainers, along with technical assistance provided under
MAP and the International Military Education and Training (IMET) pro-
gram, have helped the Salvadoran military increase its professional and
technical skills and have assisted the Salvadoran army in taking the
offensive against the insurgents. U.S. efforts to promote respect for
human rights and condition aid accordingly have helped reduce the
number of reported human rights abuses from the number reported in
the early 1980s, although such abuses continue to occur.

In analyses throughout this period, the administration was fairly opti-
mistic about ending the conflict with the higher levels of assistance that
it requested and ultimately obtained. U.S. and Salvadoran military offi-
cials now agree that the insurgency will not be entirely eliminated until
the causative social, political, and economic injustices are eradicated.
They define “winning” as containing the insurgency sufficiently to
allow some economic and democratic progress to occur. Under this sce-
nario, high levels of both U.S. military and economic aid to El Salvador
will be required over the long term just to maintain the status quo. U.S.
military officials agree that, without a political solution, the war could
continue for years and that the Salvadoran military will require

$100 million annually (in current U.S. dollars) for sustainment only . In
addition, significant amounts of economic assistance will have to con-
tinue simply to repair damaged infrastructure and maintain the econ-
omy and standard of living at passable levels. As a result, the ['nited
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States would have to scale down projections of what its economic aid
could reasonably achieve under war conditions.

The United States can strengthen its efforts in El Salvador by

(1) encouraging government-insurgent negotiations toward a settlement
and (2) conditioning U.S. assistance on government actions to reduce
human rights abuses and continue democratic reforms. While peace
would create an environment for progress toward meeting El Salvador’s
socioeconormic needs, it still would not guarantee success. Serious eco-
nomic and social problems will remain, requiring a high degree of long-
term external support. Reconstruction needs, pervasive poverty, a high
population growth rate, the weaknesses of civilian institutions com-
pared with the strength of the military, and extreme political polariza-
tion that grew out of the conflict are only a few of the problems.
Reducing the size of the 54,000-member military to its pre-buildup level
of approximately 15,000 would create a major unemployment problem.
In the absence of high levels of foreign assistance to deal with these
problems, these conditions most likely would lead to further social
unrest and potentially the reemergence of the insurgency.

U.S. Relations With
Nicaragua and the Contras

Bilateral relations between the United States and Nicaragua have been
severely strained due to Nicaragua's failure to comply with the promises
it made in 1979, the subsequent cutoff of U.S. economic aid, and the
arming of the contras in response to intelligence reports that the
Sandinistas were actively supporting the insurgents in El Salvador.
According to the Department of Defense, Soviet bloc deliveries of mili-
tary supplies to Nicaragua were valued at $3.2 billion during the
1980-88 time period. Further, Soviet economic assistance, totaling about
$475 million, continued in 1988.

Stated U.S. objectives towards Nicaragua have not been entirely clear or
consistent. Depending upon the timing or the source, U.S. objectives
have ranged from containing Nicaragua’s Marxist-Leninist government
to destabilizing it to democratizing it. Economic sanctions imposed in
1985 to pressure Nicaragua to democratize further inflamed relations as
the Sandinista government accused the United States of meddling in its
internal affairs and seeking its overthrow. U.S. economic sanctions
against Nicaragua contributed to further impoverishment of its popula-
tion without resulting in changes in its undemocratic regime.

Over this time period, some Central American leaders have opposed the
U.S. strategy, believing it to be counterproductive to obtaining peace in
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the region. The leaders of El Salvador and Honduras, however, actively
supported the U.S. position, believing the Sandinistas to be direct
threats to their security. Nicaraguan opposition leaders with whom we
met were also not unified in their support of U.S. policy. Some stated
that it invested too heavily in the military option, did not follow
through, and largely ignored other tactics, such as more active support
of the civic opposition. Some also believed that U.S. sanctions have not
had the intended result of reducing the power base of the government
but had contributed to the exodus of the educated middle class and
potential opposition leaders; some U.S. Embassy officials agreed with
this position that U.S. policy was contributing to the “Cubanizing” of
Nicaragua. Other opposition leaders expressed concern that the unilat-
eral and overt U.S. strategy was converting a Nicaraguan problem into a
United States versus Nicaragua issue and putting them at more personal
risk than was necessary. The leaders called for a more regional, multilat-
eral approach so that being anti-Sandinista would not necessarily be
viewed as being pro-United States. Nevertheless, some opposition and all
contra leaders believed that military pressure was and still is essential.

The government of Nicaragua has promised elections in 1990 and claims
that it does not and will not actively support the insurgents in El Salva-
dor. It has released some political prisoners, permitted more freedom of
the press, and reportedly has allowed the private sector limited space to
operate without strict government control. Nicaraguan opposition and
U.S. government officials point out that these pledges were made before
with little long-term effect. It is speculative as to whether this is a per-
manent improvement and, if so, whether it is the result of direct and
unilateral U.S. actions, regional peace efforts, or a combination of both.
For example, according to Sandinista government officials with whom
we met, the U.S.-supported contras and U.S.-imposed economic sanctions
were the primary cause of their failed economy, the justification for the
largest army in the region, and the reason they could not democratize, as
they were in effect at war. Further, they stated that U.S. policy isolated
Nicaragua from the West and forced them into further alignment with
the Eastern bloc. The recent announcement by the Bush administration
that it will not seek lethal aid for the contras and will actively support
the regional peace efforts will deny the Sandinistas further pretexts for
not following through on their promises to support security and democ-
racy. Though the contras’ military pressure did not impel the Nicara-
guan government to take significant steps toward democracy. the
administration credits the contras’ military pressure as instrumental in
bringing the Nicaraguan government to sign the peace pact. Nicaraguan
officials told us that the Esquipulas II regional peace plan provided the
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impetus to begin a dialogue concerning the contras. At this time, there is
a bipartisan consensus in the United States to encourage a peaceful reso-
lution but also to support the contras as a source of pressure on the
Nicaraguan government to follow through on its pledge to institute

greater democratic freedoms. The contras indicated they would return
to Nicaragua only if such freedoms are guaranteed.
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At this time, the majority of the contras are be in base

camps in Honduras with humanitarian aid. Accordmg to Honduran offi-
cials, the increasing number of contras, family members, and supporters
ﬂeemg Nlcaragua could raise economic, political, and internal @ecunty
pI'()Ulenlb for Honduras if ulé“y' continue to remain in Honduras. T ney
have urged U.S. officials to assume responsibility for the resettlement of
the contras if aid is not resumed. Meanwhile, both Nicaragua and the
United Nations are reportedly preparing plans for the resettlement or
repatriation of the contras. The March 1989 Bipartisan Accord on Cen-
tral America, which appropriated nearly $50 million in humanitarian
assistance for the contras, stipulates that funds may be used for the con-

tras’ voluntary reintegration and/or relocation into Nicaragua.

The U.S. Presence in

To increase the Honduran military’s ability to deter potential Nicara-
guan aggression, the United States provided the Honduran armed forces
with $398 million in MAP and FMS funding to provide air and naval sup-
port and to improve force mobility and combat readiness. The United

States also provided deployment training to enhance capabilities of and

relations between U.S. and Honduran armed force units. Approximately

ATLGUIVILY T UYYOUAL Qi AV URL Gt Q12T 2JALT Watand,s +x “aillalTay

1,100 U.S. rmhtary personnel have been present at Soto Cano Air Base—

£ almarnala .
1ormer Ay Palmerola Air Base—since 1983 f;} to support U.s. training

exercises and U.S. 1nte111gence activities in Honduras, (2) to signal U.S.
resolve to support its allies against the Cuban/Nicaraguan threat, and
(3) to assist the Honduran military in providing humanitarian aid and
civic action to remote areas. Although opinion poiis indicate that this
U.S. presence has been well received by most Hondurans, it is also the
source of unfavorable press and has attracted occasional terrorist acts.
In addition, according to U.S. Embassy officials, U.S. efforts to maintain
a presence at Soto Cano have prompted Honduran officials to seek a
bilateral defense agreement and preferential treatment in exchange for
use of Honduran facilities and support of U.S. policies in the region. [".S.
government officials stated that the United States is not planning to con-
struct permanent facilities and emphasized that there are no plans to
relocate 1.S. military operations to Honduras after their scheduled ter-
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mination in Panama.
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Guatemala and the Lethal
Aid Debate

The Outlook for
Regional Security

The debate continues over whether or not to reinstate lethal U.S. mili-
tary aid to Guatemala. U.S. concerns about excessive human rights
abuses by the Guatemalan military resulted in a prohibition in the fiscal
year 1986-87 Foreign Assistance Act on the use of the U.S. funds to pur-
chase lethal military arms and ammunition. The United States began
providing nonlethal aid to Guatemala in 1985 to support Guatemala’s
counterinsurgency campaign and to recognize its democratically elected
government. From fiscal year 1986 to 1988, Guatemala received $19
million in MAP funding to repair or acquire nonlethal military, engineer-
ing, transportation, and communications equipment. Guatemala has
been able to reduce the number of insurgents to a relatively low level,
but it has been unable to prevent the insurgents from continuing terror-
ist and propaganda campaigns. The suspension of U.S. military assis-
tance produced major shortages of military equipment. Although U.S.
prohibitions against Guatemala’s use of MAP funds to purchase lethal
weapons could not prevent Guatemala from purchasing some lethal
weapons from the United States and other countries with its own funds,
purchases have been limited by budget constraints, according to Guate-
malan and U.S. officials. U.S. and Guatemalan military officials point to
Guatemala’s efforts to establish democratic processes and institutions
and its budget restraints as justification for reinstating lethal aid. How-
ever, other U.S. experts on Central America and U.S. and Guatemalan
human rights groups believe that Guatemala’s human rights record and
the limited effectiveness of institutions created to investigate human
rights abuses still do not justify the reinstatement of lethal aid.

Past U.S. policies in the region appear to have been driven largely by the
threat of an increasing Soviet bloc influence in the region and, more spe-
cifically, the threat posed by Nicaragua. However, despite Nicaragua's
military buildup, Central American officials believe that Nicaragua is
not likely to engage in open warfare with its neighbors, particularly in
view of its current economic situation. Further, in their view, if Nicara-
gua were to openly attack any of the Central American nations, the
United States would provide for their defense. Nevertheless, domestic
problems within each country could continue to stall the attainment of
regional stability.

Some experts at our Washington and San Jose conferences believe that
in the process of modernizing Central American militaries, the United
States may also have increased their power to the detriment of civilian
governments. The Salvadoran armed forces improved their capabilities
but increased approximately threefold during the 1980-88 period. While
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the Honduran military has remained at roughly the same size during the
same period, some U.S. experts on Latin America believe that continued
high levels of military aid to both Honduras and El Salvador could fur-
ther undermine civilian efforts to gain control of the military. Others
oppose aid to the Guatemalan military for similar reasons. At this time,
however, all three militaries are supporting their elected officials.
Whether or not the militaries wield unacceptably high levels of power
behind the scenes, as some critics contend, is difficult to determine. Nev-
ertheless, the United States should ensure that any U. S. military assis-
tance is balanced with programs to support democratic institutions and
improve the management capabilities and skills of the civilian
administrators.

Domestic and host-country conditions have also hampered the effective-
ness of the U.S. security assistance programs. For example, limited
funding has slowed progress toward modernization in Costa Rica and
Guatemala. In Honduras, MAP allocations will be used over a 3- to 4-vear
period for a major aircraft acquisition, thereby delaying purchases of
helicopters and other needed equipment into the future. In the area of
training, as evidenced in the region, courses aimed at teaching the mili-
tary respect for human rights and democracy are not necessarily suc-
cessful. Participant selection, military advancement, and rotational
policies within the host countries sometimes result in the ineffective
placement and use of U.S.-trained individuals. Further, some country
officials indicated that U.S. training does not always fill their needs. For
example, Costa Rican officials said that they did not need infantry train-
ing but rather instruction in investigative techniques, refugee manage-
ment, and border patrol.

In addressing the overall thrust of the U.S. strategy toward the region,
the consensus of the U.S. experts who attended the GAo conference in
Washington, D.C., was that the relative strength of militaries vis-a-vis
weak civilian governments, government ineffectiveness in addressing
social problems, drug trafficking, corruption, pervasive poverty. social
inequities and injustice, and growing numbers of refugees and displaced
persons also pose substantial threats to the region and should have tig-
ured more predominantly in decisions on U.S. strategies. Central Ameri-
can government officials generally agreed that the United States needs
to focus on these major political and socioeconomic problems, which rep-
resent the underlying causes of instability in Central America and &ive
rise to social unrest and insurgencies. U.S. government officials con
tended that these factors were considered but that the results were “ine-
ven because of the complexity of the situation.
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While some U.S. programs had a positive impact on regional security,
others accomplished less than anticipated and in some cases contributed
to or created new problems in the region. Massive levels of U.S. assis-
tance helped the Salvadoran military to counter the challenge from left-
ist insurgents, thereby preventing Soviet bloc expansionism. However,
this success came at a cost to U.S. socioeconomic objectives for the coun-
try and created a Salvadoran dependence upon U.S. assistance. U.S. sup-
port of the contras kept pressure on the Sandinista government to
democratize but hampered implementation of the regional peace plan,
which required removal of all insurgent forces. Further, the future of
the contra forces is now a concern to Honduras. Finally, in our opinion,
overreliance on unilateral strategies to achieve regional security has
been interpreted by Central Americans as weak U.S. support for Central
America’s regional peace plan, even though the United States publicly
supported it. In addition to the threat posed by Nicaragua, the political
stalemate in Panama has heightened concerns about the security of U.S.
personnel and the security and operations of the Canal after 1999 (see
app. III for further discussion).

Long-term regional stability cannot be achieved until the socioeconomic
problems are adequately addressed. However, long-term strategies for
rectifying these problems cannot be effectively implemented until cur-
rent conflicts are resolved. Our analysis strongly suggests that the
United States should join with El Salvador, Honduras, Guatemala, and
Costa Rica in support of Central American initiatives such as the
revived Esquipulas II regional peace plan. This plan provides a frame-
work for Central Americans to address current conflicts. The United
States can support this effort by using this framework to address the
major foreign policy issues it faces in the region. The current adminis-
tration has demonstrated a greater willingness to move in that direction,
even if the recent bipartisan Central American agreement does not call
for the immediate repatriation of the contras.

Our analysis suggests that to further promote regional security, the
United States should support the peace plan by discussing with the Cen-
tral American presidents the U.S. role in (1) promoting a regional solu-
tion on the future of the contras, (2) monitoring and verifying
compliance with the plan’s provisions, and (3) formulating penalties for
noncompliance and incentives for compliance.
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Increased U.S. dialogue with the Central American countries within the
framework of the regional peace plan would entail increased multilat-
eral dialogue with the Soviet Union, Nicaragua, and possibly Cuba. Nev-
ertheless, unless both Soviet and Cuban military aid to Nicaragua and
the size of the Nicaraguan military are reduced in response to any demo-
bilization of the contras, Nicaragua will continue to pose a security
threat to the region. Improved U.S.-Soviet relations and the Soviet
Union’s need to reduce financial outlays abroad offer opportunities for
both countries to discuss a reduction of their military involvement in the
region.

Agency Comments

Overall, the Department of State expressed concern over our characteri-
zation of U.S. efforts to achieve regional stability, requesting more
emphasis on U.S. contributions and limits placed on the achievement of
U.S. objectives by conditions in each country. We believe these issues are
discussed in this or other chapters of the report. Further, the Depart-
ment stated that peace has not been achieved because of the actions of
the Sandinista government of Nicaragua. We recognize that the govern-
ment of Nicaragua has contributed to the problems in the region. We
believe, however, that those domestic social, political, and economic
injustices that caused the rise of discontent in Central American coun-
tries are similarly important in explaining the absence of peace. All of
the Department’s comments and our responses are included in appendix
IV. DOD did not supply written comment, but we obtained informal com-
ments from appropriate DOD officials and incorporated them where
appropriate.
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Fragile Democracies Face Major Challenges

Although the precise impact of U.S. programs and policies on the move-
ment toward democracy is difficult to measure, U.S. and host country
officials generally agreed that progress toward democracy has been
made during the 1980s throughout Central America with the exceptions
of Nicaragua and Panama. The well-established Costa Rican and rela-
tively new Belizean democracies have not been challenged, and El Salva-
dor, Guatemala, and Honduras have made progress in their democratic
transitions. On the negative side, both the Marxist Sandinista govern-
ment in Nicaragua and the military-dominated regime in Panama remain
firmly in place without major concessions to democracy. Despite the
progress made in the rest of Central America, continuing violence, ineq-
uitable socioeconomic conditions, drug trafficking, corruption, and other
conditions pose significant challenges to the fragile, evolving democra-
cies. These conditions could negatively affect democratic transitions
throughout the region unless democratic institutions and processes are
further strengthened.

U.S. Strategies for
Strengthening
Democracy

The United States has followed multiple strategies in attempting to
strengthen democracy in Central America. It provided ESF assistance to
enhance the economic stability of democratic governments, development
assistance to improve the environment for democracy to grow, and
security assistance to protect democratic governments from insurgents
and potential external aggression. Diplomatically, the United States pro-
moted and supported free elections, adherence to human rights princi-
ples, and a proper role for the military in relation to civilian
governments. As part of the Central American Initiative, the United
States expanded or introduced specific programs to strengthen electoral
systems, improve judicial and legislative processes, promote respect for
human rights, broaden participation in democratic processes, and rein-
force democratic ideals. Finally, the United States provided aid to the
contras and imposed economic sanctions against Nicaragua and. more
recently, Panama to pressure these governments to democratize.

The major U.S. departments and agencies implementing democratic ini-
tiatives were the Departments of State and Defense, which encouraged
government and military respect for human rights; the Department of
Justice, which assisted State in providing police-related training; AiD.
which administered a wide array of democratic initiatives in the areas
of elections, judicial reform and training, legislative and municipal gov-
ernment development, media development, democratic publications, US.
scholarship opportunities, and others; the United States Information
Agency, which continued existing educational and cultural exchange

Page 29 GAO/NSIAD-89-170 U.S. Assistance in Central America



Chapter 3
Fragile Democracies Face Major Challenges

Progress Made, but
Substantial Challenges
Remain

programs to reinforce democratic values and counter Soviet bloc influ-
ence; and the Peace Corps and the U.S.-funded Inter-American Founda-
tion, which implemented programs aimed at increasing grassroots
participation in economic activity and decision-making.

Other U.S.-funded private entities also participated in the U.S. effort.
The National Endowment for Democracy channeled funds through

(1) the American Institute for Free Labor Development to promote the
growth of democratic labor unions, (2) the Center for International Pri-
vate Enterprise to advance private enterprise and assist business
associations, (3) the National Republican and National Democratic Insti-
tutes for International Affairs to assist political party organization and
development, and (4) other private grantees to promote democratic plu-
ralism. Other U.S.-funded private voluntary organizations sponsored
certain development programs aimed at broadening popular participa-
tion in democratic processes, including the development of cooperatives
and the integration of women and indigenous populations into the devel-
opment process.

The U.S. Congress has taken specific steps to promote democracy
through various legislative actions. For example, it (1) influenced
administration policy regarding the contras; (2) authorized and ear-
marked funds to strengthen the administration of justice in Latin Ameri-
can and Caribbean countries; (3) permitted funds for police training in
El Salvador and Honduras, provided that certain conditions were met;
(4) required that aid to El Salvador and Guatemala be suspended if their
elected governments were deposed by military coup or decree; and

(5) placed various stipulations on aid to El Salvador and Guatemala
based on human rights concerns. While other forms of economic assis-
tance to Nicaragua were suspended, the Congress earmarked funds for
the National Endowment for Democracy to support the democracy-
related activities of private grantees inside Nicaragua. Regarding Pan-
ama, few democracy-oriented programs were implemented.

With the exceptions of Panama and Nicaragua, progress was made
toward establishing credible electoral processes, strengthening judicial
systems, and encouraging adherence to human rights principles
throughout Central America. U.S. and host government officials believe
that U.S. programs have played an important role in this progress. How-
ever, democratic institutions and processes remain fragile and need to
be further strengthened if the substantial challenges to democracy are

Page 30 GAO/NSIAD-89-170 U.S. Assistance in Central America



Chapter 3
Fragile Democracies Face Major Challenges

to be effectively met. Moreover, it may be difficult for host governments
and regional institutions to sustain some U.S. initiatives.

Elections

The most prominent measure of the growth of democracy in Central
America has been the transition from military to elected civilian govern-
ments in El Salvador, Honduras, and Guatemala. Since 1982, El Salvador
has held six elections, including the March 1989 presidential election, in
which the conservative Nationalist Republican Alliance (ARENA) party
defeated the incumbent Christian Democratic Party (PDC). Although
violence surrounding the election prevented many from voting, a coali-
tion of left-of-center parties with ties to the insurgency entered the Sal-
vadoran elections for the first time, thereby permitting the Salvadoran
people to choose public officials from a more representative political
spectrum. The 1985 Honduran presidential election marked the first
time that one popularly elected civilian government succeeded another.
The cooperation exhibited between the civilian government and military
leaders since Guatemala’s transition to a civilian democracy in 1985 is a
significant departure from the past. An AID evaluation of U.S. electoral
assistance concluded that direct U.S. technical assistance and limited
funding to electoral commissions coupled with U.S. support for the
regional Center for Electoral Assistance and Promotion (CAPEL) probably
helped to establish the credibility of elections in these countries.

Despite these transitions to civilian government, the existence of elec-
tions has not allayed the concerns of many Central Americans over the
relative strength of the military in relation to the still weak civilian gov-
ernments. Some of the Central Americans who attended our conference
in San Jose believe that the real power in their countries remains in the
military and that if a crisis occurred, the military would reassert its
power. (See app. II.) One State Department publication, in outlining the
challenges to democracy in Central America, notes that *‘the risk of
renewed military interventions will increase again in direct proportion
to the difficulties democratic governments will have in coping with eco-
nomic and social problems and in fighting insurgency, terrorism. and the
illegal narcotics traffic.” The Department concludes that civil-military
cooperation will be critical in dealing with these challenges to
democracy.!

'Democracy in Latin America and the Caribbean: The Promise and the Challenge, 1S [w v o of
State, March 1987.
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Judicial Reform and
Administration of Justice

The State Department believes that, throughout Central America, civil-
ian institutions critical to democracy’s proper functioning, such as judi-
cial systems, the press and media, electoral procedures, and political
parties, remain fragile and need to be further strengthened. In this con-
nection, in the area of judicial reform, AID (1) financed assessments of
the judicial systems throughout Central America and formulated bilat-
eral assistance programs to address identified needs; (2) encouraged
governments to establish national commissions to stimulate needed
reforms; (3) sought to improve the institutional capacities of the courts
through judicial training, technical assistance, equipment, and facilities;
(4) provided funding, training, and equipment for a special investiga-
tions unit and a forensic unit in El Salvador to improve the govern-
ment’s capacity to investigate sensitive crimes; and (5) helped
strengthen the capacity of the Latin American Institute for the Preven-
tion of Crime and Treatment of Offenders (ILANUD) to extend judicial
training throughout the region.

U.S. government officials readily acknowledged that, despite these
efforts, overcoming the serious deficiencies in most Central American
judicial systems has to be considered a long-term process and that sub-
stantial improvements cannot be expected soon. For example, in El Sal-
vador, where the United States has had a judicial reform program since
1985 and where it has made the greatest financial commitment, U.S.
government officials noted that the public continues to question the
credibility of the judicial system because (1) the military continues to
shield its officers from the normal judicial system; (2) the government
unit investigating sensitive crimes is headed by military officers, raising
questions over its impartiality; and (3) the political appointment and
frequent turnover of judges negates the effectiveness of training and
works against the goal of a professional judiciary.

The modest accomplishments achieved thus far, the sensitivity of some
of the activities being undertaken, and, in the view of some U.S. govern-
ment officials, the lack of political will by some governments to improve
their systems have led Congress to question whether administration of
justice programs should be continued. Several nongovernmental partici-
pants espoused this view of AID’s administration of justice programs in
El Salvador, Guatemala, and Colombia at a March 1989 symposium
sponsored by the Washington Office on Latin America and the American
University. U.S. government officials, while acknowledging these diffi-
culties, noted that U.S. efforts toward judicial reform were first insti-
tuted in 1985 and that insufficient time has elapsed to expect
substantial progress.
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Human Rights

In the area of human rights, U.S. government officials and Central
American observers of human rights agreed that the overall human
rights situations in Central America had improved over conditions in the
early 1980s; however, they also noted that abuses still occur at unac-
ceptable levels in all countries except Costa Rica and Belize. For exam-
ple, according to statistics collected by the U.S. Embassy in El Salvador,
the average number of apparently politically motivated deaths per
month declined from about 800 a month in 1980 to 32 a month for the
first 6 months of 1988. However, U.S. government officials voiced con-
cern that the number of deaths had gradually increased over the past
year. The head of Tutela Legal, the human rights organization of the
Catholic Church in El Salvador, agreed that this has been the general
trend but noted that Tutela Legal consistently reports higher numbers of
abuses than either the Salvadoran government or the U.S. Embassy. U.S.
and host country government officials in Honduras and Guatemala also
noted overall improvements in the human rights situations in these
countries over the decade but said that these countries had also expe-
rienced a rise in violence over the past year.

U.S. government officials in El Salvador, Guatemala, and Honduras
believe that the U.S. tactics used to encourage improved performance on
human rights—Ilegislative conditionality, diplomatic overtures, direct
technical assistance to human rights commissions, and U.S. support to
the regional Inter-American Institute of Human Rights (II1HrR)—have con-
tributed to the overall improvement of the human rights situation. They
offered various possible explanations for the recent increases in vio-
lence and human rights abuses and noted that although host govern-
ments may not condone abuses, they are unable to completely eliminate
them. U.S. government officials in El Salvador told us that the human
rights situation was not likely to improve substantially as long as (1) the
armed conflict continues, (2) major elements of the civilian population
and military establishment lack confidence that justice can be fairly
served through existing judicial channels, and (3) weak civilian institu-
tions are unable to control public violence and hold the military account-
able for its actions.

Sustainability of U.S.
Initiatives

U.S. government officials also raised the issue of sustainability of 1.5 .-
supported democracy initiatives. For example, AID was able to substan-
tially improve the capabilities of the three regional institutions
extending assistance on human rights problems, election procedures.
and judicial training throughout the region—IIHR, CAPEL, and [LANU'D.
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Outlook for
Democracy

However, U.S. government officials conceded that none of these organi-
zations could effectively continue their activities in the absence of sub-
stantial U.S. aid or a broadening of their base of financial support. For
example, according to AID, ILANUD relies on AID for 90 percent of its total
funding, and even the United Nations, which ostensibly sponsors the
organization, provides minimal financial support. Other U.S.-financed
programs, such as El Salvador’s special investigative unit and forensic
unit, are also highly dependent on U.S.-provided training, technical
assistance, and sophisticated equipment.

The uneven gains toward democracy in the region underscore the reality
that the movement toward democracy must be considered a long-term
process. Some of the institutions and processes that characterize democ-
racy—subordination of the military to a civilian government, equal
treatment under the law regardless of social position or wealth, and pop-
ular participation in decision-making—have not been part of the histori-
cal tradition of some Central American countries, and changes in that
direction may evolve only gradually. As a case in point, Panama’s move
toward democracy during the early 1980s was eventually suppressed by
the traditional dominance of the military. Recent events in Panama
clearly indicate that the military dominates the civilian sector, the judi-
ciary, and the legislature, and limits, if not entirely inhibits, popular
participation and decision-making. (See app. I1I.)

It may be too early to measure the impact of the democratic initiatives
that the United States has sponsored in Central America. Although the
impact of these programs may currently appear modest, their cumula-
tive effect on a country’s movement toward democracy could be sub-
stantial over time.

There was general agreement at our conference that the United States
should assist democratic transitions in the region, although opinions dif-
fered on the best way to do this. The general consensus, with which we
concur, was that the Central American societies themselves must com-
mit to democracy in order for it to be lasting. Accordingly, some former
Central American government officials and academicians felt that the
United States should support Central American initiatives when possi-
ble to reinforce the internal commitment to democracy. They pointed to
assistance channeled through indigenous organizations, such as those
organizations funded by AID, the National Endowment for Democracy.
Inter-American Foundation, and others, as affording the advantage of
both reinforcing societal elements working toward democratic changes
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and lowering the U.S. profile in sensitive areas. Similarly, U.S. support
to regional institutions extending technical assistance in elections,
human rights, and judicial training was seen by all participants as a pos-

itive way to advance U.S. goals in these areas. While we agree that U.S.
assistance to these ramnnal institutions should he nnnhnnnd we believe

[V W2 § soTw 4

that a strong effort should be made to reduce their dependence on the
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While some democratic initiatives may be more effective if channeled
through private organizations, the experts felt that the U.S. government
should assist Central American governments directly in strengthening
their weak civilian institutions, which remain susceptible to domination
by their comparatively strong militaries. Through balanced efforts to
strengthen both civilian and military institutions, the United States can
help increase both the accountability of civilian governments to their
populations as well as the accountability of the military to their civilian
governments. In the process, the United States may also be able to help
Central American countries reduce the corruption and inefficiency that
continue to undermine public confidence in both military and civilian
institutions.

To establish and maintain credibility in pursuing the goal of democracy,
we believe that the United States must be more consistent in its promo-
tion of this goal. The State Department acknowledges that a commonly
held view in Latin America is that, in the past, the United States has
sacrificed democratic principles and even encouraged repressive mili-
tary regimes in the pursuit of U.S. policy goals. To overcome this per-
ception, participants at our Washington conference emphasized that if
the United States is to tout free elections, then it must be prepared to
accept the winner in any freely conducted election, even though the
United States may not prefer that particular candidate. However. this
does not suggest that the United States should support the winner of a
fraudulant election, as discussed in appendix III with reference to Pan-
ama. Similarly, if the United States is to seriously promote adherence to
human rights principles, then it must take a stronger stand when it
becomes clear that human rights have been abused without an appropri-
ate government response.

U.S. government officials consistently noted that high-level dialogue
with civilian and military leaders—such as the 1983 visit by then Vice
President Bush to El Salvador—and past diplomatic demarches have
been effective in stemming the tide of abuses. U.S. officials hope that
the February 1989 visit to El Salvador by Vice President Quayle during
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Conclusions and
Matters for
Congressional
Consideration

Agency Comments

which he emphasized the importance that the United States places on
human rights, will have a similar impact. Some U.S. officials also sup-
ported the selective use of conditionality to improve human rights per-
formance but emphasized that aid should be conditioned on actions
within the government’s control. Conditioning aid on government sup-
port for human rights education and training in the general public as
well as military and security units and actions to forcefully and impar-
tially investigate and bring to justice all those found to violate human
rights, regardless of social class or position, would appear to be reason-
able conditions.

Even with these mechanisms for encouraging adherence to human rights
principles, it must be recognized that only so much progress can be made
in the human rights area until major progress is achieved in judicial
reform. U.S. government officials in El Salvador noted that human
rights abuses in that country would likely continue as long as the armed
conflict continues and the public and the military alike lack confidence
that justice can be served through existing judicial systems. Discussions
with Salvadoran judicial and municipal government officials confirmed
the widely held view that the country’s inequitable system of justice is
one of the principal causes of that country’s insurgency. Because of the
interrelationship of the armed conflict, social injustice, and human
rights abuses in E] Salvador and Guatemala—and the latter two in Hon-
duras—we believe that U.S. assistance to improve the administration of
Jjustice throughout Central America should continue to be an important
element of the U.S. effort.

To sustain the progress made in the democratic transitions in Central
America and to address the many challenges that remain, the United
States needs to make a long-term commitment to assist Central America
in strengthening democratic institutions and processes. In our opinion,
attainment of these goals would benefit from a stronger U.S. effort to
solicit support from other donors. However, democratic initiatives alone
cannot do the job. Civilian governments will continue to be hampered in
pursuing democracy as long as their countries face armed conflict and
the underlying causes of the conflicts—poverty, injustice, economic
instability, and corruption. Efforts to strengthen democracy must be
concurrent with efforts to address these other problems.

The Department of State commented that the report’s conclusions
should have better reflected the roles of U.S. diplomacy and dialogue
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with the Central American countries and should have placed the limited
democratic progress achieved in El Salvador in a comparative context to
better reflect that country’s substantial achievements and capacity for
more democratic reforms. We believe, however, that we have high-
lighted both the roles of diplomacy and dialogue and the need to view
the gains made in El Salvador over the long, rather than short, term. The
Department was also concerned that we did not identify the qualifica-
tions or special interests of individuals whose opinions we included. We
adjusted the report to better identify the sources of these opinion when-
ever possible. The comments and our in-depth responses are included in
appendix [V,
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U.S. Approach to
Stabilization and

Structural Adjustment

The funds provided under ESF assistance stimulated economic activity
and helped halt economic declines in Costa Rica, Belize, Guatemala, El
Salvador, and Honduras. Parallel efforts by the United States to
promote economic stabilization, and subsequently structural adjustment,
were relatively successful in Costa Rica, Belize, and Guatemala but less
successful in El Salvador and Honduras. U.S. economic sanctions against
Panama and Nicaragua contributed to the economic disruption in each
country.

In the early 1980s, AID changed its foreign assistance approach from the
focus on basic human needs pursued during the 1970s to a focus on eco-
nomic policy reform. Under the assumption that (1) the focus on basic
human needs had failed to promote sustainable economic growth and
development and (2) developing countries’ policies on the allocation,
mobilization, and distribution of economic resources most affect growth
and development, AID began conditioning its ESF balance-of-payment and
budget support assistance on host governments’ adoption and implemen-
tation of economic policy reforms.! Economic stabilization and structural
adjustment reforms by the Central American governments were seen as
necessary to achieve self-sustaining growth and development; the return
of private capital that had been sent abroad; and strengthened civilian,
democratic governments.

The United States used ESF assistance for short-term economic stabiliza-
tion programs that permitted countries to manage problems caused by
recurring balance-of-payment and budget deficits. Through policy dia-
logue and conditions on the disbursement of ESF, the United States
encouraged governments to adopt policies to reduce public and private
expenditures. The stabilization programs included measures such as
exchange-rate devaluation, elimination of arrears on international pay-
ments, increases in central bank reserves, and limits on domestic credit
expansion and foreign borrowing.

Once the countries’ economies were stabilized, the United States used
ESF to promote longer-term structural adjustment programs. These pro-
grams encouraged the restructuring of a country’s economy to increase
export-generated revenues to balance import and debt-servicing costs.
The United States sought to increase host countries’ foreign exchange
earnings and growth in real gross domestic product by encouraging

!'Foreign Assistance: U.S. Use of Conditions to Achieve Economic Reforms (GAO/NSIA[» = 177
Aug. 25, 1986).
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Successful Efforts in
Costa Rica, Belize, and
Guatemala

them to direct resources into productive investments, particularly into
the export sector.

U.S. efforts to promote stabilization and adjustment in Costa Rica,
Belize, and Guatemala were successful because (1) the governments rec-
ognized the need for and were committed to reforms, (2) the govern-
ments secured internal support for reforms, (3) except for Guatemala,
the International Monetary Fund (IMF) and/or World Bank had programs
complementary to those of the United States, and (4) the United States
did not have competing political or security interests that overrode its
economic objectives.

The United States has provided $815.0 million in ESF assistance to Costa
Rica through fiscal year 1988. Because of the close cooperation between
the United States, IMF, and the World Bank and a commitment to reform
on the part of the Costa Rican government, which had the support of its
population, a degree of economic stability was achieved by 1984. U.S.
assistance and attached conditions were crucial to government efforts to
bring about exchange rate stability and a reduction in the rate of infla-
tion. Changes in the currency and banking laws allowed private com-
mercial banks direct access to the Central Bank’s credit operations and
permitted dollar-denominated lending? by all credit institutions, which
improved support for private-sector, export-related activities. The gov-
ernment also began divestiture of the state-owned holding company,
which lacked the technical and management skills needed to make it
financially viable, and adopted reforms directed at devaluation and uni-
fication of the exchange rate with subsequent on-going mini-
devaluations as needed, market-based interest rates, expansion of pri-
vate-sector banking, elimination of many price controls, and targeted
credit allocations. Private-sector growth in nontraditional exports has
increased, as have private capital flows, and unemployment declined.
However, Costa Rica’s external commercial debt of $2.6 billion and its
debt-servicing burden remain serious threats to future economic growth.
Despite significant increases in nontraditional export growth,* Costa
Rica’s foreign exchange earnings will remain insufficient for the foresee-
able future to pursue economic growth while servicing and reducing its
debt. AID’s “Debt for Development Initiative,” announced on

2Dollar-denominated lending uses U.S. dollars rather than local currency in the transaction process
(lending and repayment).

3Caribbean Basin Initiative: Impact on Selected Countries (GAO/NSIAD-88-177. July 19881 i~
cusses foreign exchange earnings from nontraditional exports.
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February 15, 1989, could be used to assist Costa Rica in reducing its
commercial debt burden.

Belize has a very small labor force and extremely underdeveloped infra-
structure. Almost any negative internal or external economic develop-
ment can have a great impact on the country. Although the bulk of
external assistance comes from Great Britain, the United States has pro-
vided about $30.0 million in ESF assistance since fiscal year 1982. The
1985 and 1986 IMF arrangements, U.S. dialogue, and conditionality have
been important in encouraging the Belizean government to undertake
the reforms necessary for stabilization and to begin economic
adjustment.

With the support of the Belizean public, government finances have been
strengthened, monetary policy has been tightened, and external arrear-
ages have been eliminated. Export and import procedures have been lib-
eralized to encourage foreign exchange-generating exports and have
resulted in balance-of-payment surpluses since 1985. Net international
reserves have increased and the currency js stable. Belize's economy
remains highly vulnerable to external forces.* Its citrus and banana
exports have been successful because the fruit is sold under preferential
trading arrangements with the European Economic Community. One-
third of Belize’s export earnings is from sugar exports, which face an
uncertain future. With U.S. assistance, the Belizean government is
attempting to attract foreign investment in order to diversify its export
base, but it is hampered by its small labor pool, high wage rates and
utility costs, and poor infrastructure such as roads and ports.

Guatemalan economic decline has been arrested, stabilization has been
achieved, and adjustment is underway. The Guatemalans’ success is due
to (1) the government’s recognition of its economic problems and com-
mitment to reform, (2) internal support for economic reforms, and

(3) the U.S. emphasis on economics and its provision of ESF assistance.
The Guatemalan government designed its own program, which was dis-
cussed with the various sectors of Guatemalan society and subsequently
endorsed and supported by the United States. The U.S. ESF balance-of-
payments assistance, totaling $265.0 million since 1985, was timely .
appropriate, and of critical importance to Guatemala’s success.
Although there has been considerable repatriation of private capital.
Guatemalan government officials said that $1.5 billion still remains

4See footnote 3, chapter 4 (GAQ/NSIAD-88-177, July 1988).
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outside the country. The ability to generate sufficient revenues for gov-
ernment operations remains hampered by problems with the tax system
that is poorly administered, has a weak audit capacity, and lacks tax-
payer identification. A major impediment to foreign investment and
expanded growth is the inadequate infrastructure. Although the govern-
ment formed a presidential commission to address divestiture of state-
owned entities such as the telephone system, airline, and merchant
marine, no actions had been taken at the time of our review. The tele-
phone system functions so poorly that potential investors have revised
investment plans and located elsewhere, the merchant marine had no
ships but nonetheless received budget support, and the national airline
was subsidized and rented its few planes from the military. The Guate-
malan government is reportedly replacing civil servants down to the
first-line supervisory level with party loyalists, further hampering gov-
ernment operations, which are already inefficient and lack institutional
capacity. Guatemala's export profile has improved, but investment con-
tinues to be inhibited by poor infrastructure and services, uncertainties
about Guatemalan political stability, and perceived risks associated with
the Salvadoran and Nicaraguan military conflicts.

Although EsF assistance has halted economic declines in El Salvador and
Honduras, the United States has been less successful in achieving stabi-
lization and adjustment due in part to (1) the reluctance of the countries’
governments to undertake reforms, (2) domestic opposition to U.S -
advocated reforms, (3) the absence or interrupted presence of other
external donors’ stabilization and adjustment programs, and (4) U S.
political considerations that overrode AID’s imposition and enforcement
of strict conditionality related to economic reforms.?

The United States provided over $1.3 billion in balance-of-payment and
budget-support assistance to El Salvador, conditioned on reform of its
economy, between fiscal years 1981 and 1988. U.S. policy dialogue and
ESF agreerents have focused on those reforms necessary for stabiliza-
tion and subsequent adjustment. Stabilization remains hampered by the
effects of the 1986 earthquake, the continuing internal military conflict,
and the government’s reluctance to undertake comprehensive reforms
that would be politically threatening. AID has attempted to pressure the
Salvadoran government to adhere to its agreements by withholding £xr

5Providing Effective Economic Assistance to El Salvador and Honduras: A Formidable T.ass A0}
NSTAD-85-82, July 1985).
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U.S. Economic
Approach to Panama
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compliance, followed by the weakening of conditions and their effective-
ness. In 1986-87, the United States shifted its emphasis on reform, low-
ered its expectations, and sought more participation by the Salvadoran
government in designing stabilization and adjustment measures under
its national plan. Although ESF assistance to El Salvador has not secured
the implementation of key stabilization and adjustment measures, it has

kept the economy afloat and growing at a modest rate.

Until late 1986, the situation in Honduras in some respects paralleled
that of El Salvador. The U.S. need for the Honduran government’s sup-
port of the Nicaraguan contras became a higher priority than economic
reforms and reduced AID’s leverage to encourage economic reform
measures in Honduras. The United States provided Honduras with over

$555 million in ESF assistance during fiscal years 1982-88. This support

was conditioned on the Honduran government'’s taking steps to imple-

ment a wide range of reforms to address such issues as fiscal and bal-
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exchange rate adjustment, unport restrictions, price controls, madequate
tax generation and collection, and distorted interest rates. However, the
Honduran government has tended to view U.S. assistance as a substitute
for undertaking agreed-upon reforms and has become dependent upon
external assistance. The Honduran government has recently begun to
recognize the need for basic economic reforms and has been more ame-
nable to reforms suggested by the United States. However, past per-
formance by the Honduran government raises questions about its actual
commitment to reforms. Further, Honduras lacks the infrastructure and
public services to attract the investment necessary for economic growth
and job generation, and external factors such as the civil war in El Sal-
vador, unsettled situation in Nicaragua, and the limited prospects for
revived interregional trade further inhibit economic progress.

ESF assistance of $56 million for Panama was intended to support a 1983
stabilization program and was tied to government policy reforms.
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Uneven progress was occurring when U S.-Panamanian relations deteri-
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tance, all economic and mlhtary aid and trade benefits were suspended

Dy the administration and the wuug:.eab, and Panamanian assets in the
United States were frozen. The U.S. economic sanctions caused an
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already bad economic situation to become worse, but fiscal manipula-
tions by the Noriega regime enabled it to evade some sanctions. The
United States had made these exemptions to permit the U.S. private sec-
tor to continue operating in Panama and to avoid certain adverse effects
on private citizens. The exemptions were not intended to benefit the
Panamanian regime.

Marked deterioration in the Nicaraguan economy from 1984 on is attrib-
utable to economic disruptions caused by the civil war, Sandinista mis-
management, and, to some extent, U.S. sanctions. By some estimates,
inflation is running at 20,000 percent per year, forcing greater resort to
a barter economy. Productivity has gone down and corruption has
increased. An estimated 80,000 people fled the country during 1988. The
deterioration of Nicaragua’s economy has been aggravated by U.S. eco-
nomic sanctions, but the sanctions have been evaded to some extent by
the government. Sandinista officials have used the sanctions as an
excuse for their own failed economic policies. However, the growth of
the informal sector and the move to barter exchange for both domestic
and foreign transactions suggest that actual production in Nicaragua is
greater than might appear from the formal economic indicators.

Costa Rica will not be able to generate adequate foreign exchange in the
foreseeable future to service its commercial debt obligations. This debt
remains the primary obstacle to the United States’ achieving its objec-
tives in Costa Rica. Costa Rica will not be able to achieve self-sustaining
economic growth, and costs to the United States in the provision of
assistance will continue in the absence of commercial debt relief. The
United States could assist Costa Rica in a commercial debt relief pro-
gram through AID’s debt for development initiative.

The United States has helped stabilize Belize’s economy with relatively
small levels of assistance. Since comparatively minimal amounts of aid
are necessary to assist Belize in restructuring its economy and avoiding
the economic problems contributing to the sociopolitical unrest in much
of Central America, this assistance should continue.

To encourage investment and economic growth, the United States should

encourage the Guatemalan government to privatize inefficient state-
owned companies, particularly the national telephone system.
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Effective steps toward economic reform in El Salvador will likely be
delayed, and additional and prolonged U.S. ESF assistance will be
required due to the political and security situation.

U.S. concern over maintaining Honduran support for the Nicaraguan
contras gave the Honduran government leverage to resist adopting the
reforms promoted by the United States. If solutions to the Nicaraguan
contra situation are found, future assistance to Honduras should be
more strictly linked to the implementation of effective economic policy
reforms. In the absence of such reforms, prolonged ESF assistance will be
required.

The Agency for International Development and Department of State
agreed with our assessment of economic stabilization and structural
adjustment. Each also had minor points of clarification and/or disagree-
ment. Their comments and our response are included in appendix IV.
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Challenges for the Future

U.S. Efforts to Attain
Broad-Based
Development

U.S. assistance has helped Central American countries to maintain
higher living standards than otherwise would have been possible. How-
ever, the region has yet to attain the level of development envisioned by
the Kissinger Commission. With the exception of Costa Rica, Central
American countries remain severely limited in their ability to deliver
social services to the poor and to generate jobs and income opportunities
needed for their economic advancement. Considering that widespread
poverty and economic inequity continue to exist, in some countries at
levels worse than a decade ago, officials implementing the Central
American Initiative (Car) development efforts acknowledge that attain-
ment of broad-based development in Central America will continue to
require a long-term commitment of outside assistance.

The cAl objective of attaining broad-based development posed a new
challenge for the U.S. government agencies involved in translating this
goal into specific programs and activities. Prior U.S. government efforts
to promote development in Central America sought either to promote
macroeconomic growth or to directly address the most pressing needs of
the very poor. For the first time, the U.S. government sought to generate
economic growth and, at the same time, ensure that this growth materi-
ally improved the standard of living of the poor. The U.S. government
translated this goal into specific programs aimed at (1) improving the
development of human resources through the provision of social ser-
vices, which was considered essential to enabling the poor to take
advantage of economic growth, and (2) strengthening the ability of the
region’s private sectors to generate jobs and income opportunities,
which were seen as the tangible benefits of growth.

Agencies involved in the development aspects of cal include AID, the
Peace Corps, Department of State, and Department of Agriculture
(through its involvement in commodity assistance programs). As shown
on in table 5.1, the United States has devoted substantial resources over
the past 8 years to improving living conditions in Central America. U.S.
assistance efforts have focused on El Salvador, Honduras, and Guate-
mala, which are among the poorest countries in the region, to a lesser

'The United States does not directly control the programming of local currency funds. w hic b te-iong
to the beneficiary governments. However, the U.S. and beneficiary governments come ta g punt
understanding regarding the use of local currency funds generated from the sale of commeatitie~ as
stipulated in an agreement governing the provision of the commodities. The U.S. governmen® 1~
works closely with beneficiary governments in the programming of ESF local currency funds
encourage them to use these funds to further the objectives of U.S. assistance efforts
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extent on Belize, which as a former British colony is not a major recipi-
ent of U.S. aid, and on Costa Rica, which historically has had a strong
social service system and the most advanced economy in the region. Vir-
tually no development aid was provided to either Nicaragua or Panama,
both of which have experienced a deterioration in living standards due,
at least in part, to U.S. economic sanctions and other policies.

Table. 5.1: U.S. Assistance to Promote
Development in Central America

Dollars in millions

Fiscal year

1981-84 1985-88 1981-88
Development Assistance? $500.0 $1,508.4 $2,008 .4
Local Currency® 1,268.6 10772 23458
ESF Project Aigd? 60.3 171.2 2315
P.L. 480 (title ll)* 76.7 855 1722
Section 416° 0.0 69.6 69.6
Peace Corps® 305 56.6° 87 1
inter-American Foundation' 108 19.2 300
Total $1,946.9 $2,997.7 $4,944.6

3Funding obiigations.

PFiscal years 1983-87. Comprised of local currency ‘'counterpart” accounts established by governments
that obtain ESF assistance and funds generated by beneficiary governments from the sale of P L 480
title | and section 416 commodities.

“Value of commodities shipped.
9Budget for Central American activities.
®Peace Corps data for fiscal year 1988 is estimated.

'Value of grant and loan obligations. The Inter-American Foundation, a governmental corporation that
provides loans to grassroots organizations throughout Latin America, has not been directly involved in
impiementing the CAl.

Source: Agency records.

During this period, U.S. assistance has taken several forms, and the US.
government has initiated numerous programs to improve living stan-
dards in Central America. U.S. efforts to improve the delivery of social
services, which involve strengthening government institutions and
assisting private sector organizations to augment government efforts,
have focused on programs to reduce infant mortality, increase primary
school enrollments, increase access to shelter, extend water and sanita-
tion services to additional households, and increase use of family plan-
ning. In addition, the United States has initiated a wide variety of
programs to address other development problems, such as improving the
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quality of education (for example, through the local development of pri-
mary school text books and a bilingual education program in Guate-
mala), reducing malnutrition, strengthening protection of the
environment (for example, by reducing the rate of deforestation), and
improving infrastructure. The United States has also sought to help Cen-
tral American private sectors to generate jobs and income opportunities
through programs to (1) help improve small farm incomes and produc-
tivity;* (2) promote foreign and local direct investment in production,
processing, and assembly facilities that produce for export; and

(3) promote the growth of “‘microenterprises”—defined by the World
Bank as firms with fewer than 10 workers and less than $10,000 in capi-
tal—which generally operate outside the formal economy and produce
largely for local consumption.

While progress in certain areas has been substantial, the level of prog-
ress anticipated by the Kissinger Commission has not been achieved.
Recognizing that improved delivery of social services is essential to
enable the poor to benefit from economic growth, the Commission estab-
lished certain goals in this area for the 1980s. These goals, which the
Commission’s report characterized as ‘“‘ambitious but realistic,”” included
the reduction of malnutrition, elimination of illiteracy, universal access
to primary education, universal access to primary health care, signifi-
cant reduction of infant mortality, sustained reduction in population
growth rates, and significant improvement in housing. The cal transla-
ted these goals into the following priority objectives: increasing primary
school enrollments to 95 percent by 1989, reducing infant mortality to
55 deaths per 1,000 live births by 1990, increasing availability of water
supply and sewerage services by 25 percent by 1990, providing family
planning services to an additional 600,000 users by 1990, increasing the
rate of low-income housing by 25 percent by 1989, and increasing access
to land.

The United States has made progress toward attaining certain cal goals.
U.S. efforts have already helped to reduce the infant mortality rate
from approximately 86 deaths per 1,000 live births in 1983 to 53 deaths
per 1,000 live births in 1986. Through its efforts, the Unites States has
also assisted in increasing access to land, especially in El Salvador. and
anticipates meeting its family planning goals. Progress toward attaining
other CAI goals has been less than anticipated. The United States helped

>Through land titling efforts, support for land distribution efforts, the provision of credit. issi~tinee

in growing nontraditional cash crops (e.g., fruits, vegetables, and cut flowers), construction ot farm-
to-market roads, transfer of appropriate technology and land management techniques. and .assistance
in the development of marketing channels through which farmers can bring their crops tooesumers
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to increase primary school enroliments from 86.4 percent of the pri-
mary-school age population in 1983 to 90.4 percent in 1987 but antici-
pates falling short of the goal of 95-percent gross enrollment. The
United States has also made progress in extending water and sanitation
services to the region but does not anticipate fully attaining this cai
objective in any country. It appears from existing data that the objective
of increasing low-cost housing also will not be attained.

Recognizing that economic growth is needed for job creation, the Com-
mission anticipated that attainment of its development goals would
require a 3-percent rate of growth in per capita Gross Domestic Product
(6pP) during 1985-90. The Commission’s report stated that

“the people of the region must perceive a reasonable prospect that, with sustained
effort on their part, they can achieve 1980 levels of economic activity by no later
than 1990....”

The cal established a goal of 6-percent annual GDP growth by 1990 and a
job creation goal of 250,000 jobs annually. This GDP growth objective
was revised in 1987 to 5- to 6-percent growth by 1992. While U.S. assis-
tance has been instrumental in ending the region’s downward economic
spiral, regional economic growth has been disappointing. It now appears
that none of the countries that has been the focus of U.S. assistance will
attain either of the goals established by the Commission, and unless
there are major increases in prices for the region’s major exports and a
reduction in political instability, these countries also will not attain the
1992 cal objectives. Existing information indicates that, as a resuit.
despite extensive U.S. efforts to generate employment, job creation has
fallen far short of the cai target of 250,000 new jobs annually. Neverthe-
less, the trend appears to be upward; annual job creation in the coun-
tries that have been the focus of U.S. assistance efforts increased from
76,000 during 1981-83 to 122,000 during 1984-86.

Several factors have hampered progress toward attaining broad-based
development in Central America. First, the Commission’s expectations
were based on an unrealistic assessment of the security situation in the
region. Contrary to the Commission’s assessment of the prospects for
peace in Central America, regional violence and instability did not cease
by the end of 1985. The continuing armed conflicts, particularly in El
Salvador and Guatemala, have slowed progress toward broad-based
development by worsening living conditions for some Central Amen-
cans, creating a disincentive for investment, swelling the ranks of dis-
placed persons and refugees, and damaging infrastructure. Because of
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the continuing violence, the United States may have had to use scarce
influence in some countries to obtain support for regional security strat-
egies, rather than implementation of reforms needed for economic
growth and development.

Similarly, the Commission’s report made unrealistic assumptions regard-
ing the factors affecting the region’s overall economic growth, especially
the extent of foreign exchange earnings and capital inflows. The levels
of foreign exchange earnings have been lower than anticipated due
largely to depressed prices for the region's major exports, which have
been less favorable than even the modest CAl expectations. In addition,
the $24 billion in capital inflows (including $8.4 billion to be provided by
the U.S. government) anticipated by the Commission has also not mate-
rialized. While AID considered this figure far too high, the cal presumed a
significant repatriation of capital sent abroad earlier and/or an upsurge
in private investment and lending from other donors. U.S. government
funding for the cal fell significantly short of original projections.
According to AID estimates for 1980-87,2 there has been a cessation of
capital flight from the region and some repatriation of capital; short-
term capital flows rebounded from a net outflow of $1.7 billion during
1980-83 to a net inflow of about $182 million during 1984-87. However,
direct and medium- and long-term investment into Central America actu-
ally decreased from $554 million in 1980-83 to $515 million during 1984-
87. AID projects total private capital flows to Central America during
1988 at $337 million, which may represent the beginning of a positive
trend. According to AID, flows from other official donors did not begin to
materialize until the late 1980s.3

As a result, Central American countries could devote fewer resources
than expected to economic growth. The lack of economic growth, which
helps to cushion the impact of the austerity measures needed for
macroeconomic stabilization and structural adjustment, has made it
more difficult for countries to institute needed economic reforms and
has resulted in lowered living standards for those adversely affected by
implemented reforms. In addition, the need for the United States to con-
tinue to focus the use of conditionality on implementation of
macroeconomic reforms lessened the leverage that could be used to
obtain reforms needed for broad-based development.

We also found that several other factors hindered attainment of U.S.
development objectives. U.S. efforts to improve the delivery of social

IEstimates are for Costa Rica, El Salvador, Guatemala, and Honduras.
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services have been impeded by (1) the limited absorptive capacity (that
is, the ability to use outside funding effectively) of Central American
governments, except in Costa Rica; (2) the low priority these govern-
ments sometimes place on providing services to the poor; (3) corruption;
(4) the failure of these governments to initiate institutional and policy
reforms needed to strengthen their ability to use outside funding and
deliver social services; and (5) natural disasters, particularly the 1986
earthquake in El Salvador.

U.S. efforts to increase small farm incomes and productivity have been
hindered by the large number of rural poor who are landless or have
parcels of land that are too small to serve as viable economic units. Cen-
tral American governments for the most part lack the resources and, in
some cases, the political ability to rectify this serious problem, which
involves not only redistributing land but also relocating families, provid-
ing financing and technical assistance, and building roads and other
infrastructure to new farming communities. Efforts to generate direct
investment in export-oriented enterprises have been hampered by for-
eign trade barriers and the failure of certain Central American govern-
ments to implement initiatives needed to increase investment, such as
improving infrastructure and facilitating new business registration
procedures.

Endeavors to promote microenterprise development have been ham-
pered by the governments’ new-business registration and tax and labor
policies, which stunt the growth of these firms by burdening them with
unmanageable costs and regulatory requirements. Microenterprises,
which comprise the large majority of firms in Central America. take
many forms; while sidewalk vendors are the most visible microenter-
prises in Central America, these enterprises also include larger opera-
tions such as small shoe factories, pottery cooperatives, wood working
firms, and bakeries. Microenterprises generally operate in the “informal
sector,” that is, outside the legal economy. As a result, they do not pay
business taxes or comply with labor requirements. Recognizing their
important contributions to employment, governments permit them to
operate in this manner as long as they remain small but generally
require them to enter the formal economy once they reach a certain size.
Many firms capable of such growth, however, are unable to comply with
government registration requirements, which often require visits to
scores of offices over a period of months. In addition, once becoming
formal, former microenterprises are often unable to comply with gov-
ernment tax and labor requirements, which can exceed the financial and
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administrative capabilities of these firms. As a result, they choose not to
grow but to remain microenterprises.

The need for managers of the U.S. aid program to comply with certain
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of the overall development effort. AID officials expressed concern about
legislative earmarks and functional accounts that limited AiD’s flexibility
in allocating funds where they were most needed. For example, statu-
tory requirements that education funds be earmarked for primary edu-
cation has limited the ability of the AID mission in Honduras to devote
sufficient resources to vocational training, which AID managers consid-
ered to be a high priority component of its overall strategy to attract
investment. Agency officials also stated that ““buy American” provisions
often prohibit beneficiaries from purchasing less expensive foreign-
made goods that meet their needs. The paperwork involved in obtaining
exemptions from this requirement often delays procurements. For

instance, one AID program manager expressed concern that “buy Ameri-
can’’ requirements made it difficult for beneficiaries of U.S. private-
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sector development efforts to purchase needed machinery produced in
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currency funds has been complicated by agency determinations requir-
ing beneficiary governments to play a larger role in jointly programming
these funds with the AID missions. For instance, in one country, aIp
needed to establish a bipartite commission comprised of AID and host-
government officials to make determinations on programming local cur-
rency funds. Since the host government officials were Cabinet officers,
the commission has reportedly experienced difficulty convening. and its
decisions have taken on political overtones that hinder the process.

articipants Jose and Washington conferences conc ludod that
the United States needs to maximize the impact of its assistance to
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emphasis placed on attaining broad-based development obJecm oS ()ur
analysis indicates that, unless greater progress is made in improving liv-
ing conditions for the poor, the United States may face a situation in
which unfulfilled expectations cause poor Central Americans ro turn
against the United States and reject U.S.-supported democratic govern-
ments in the region. Yet the continuing regional conflicts (including
political violence) and economic difficulties would undermine any effort
to substantially accelerate progress toward development. Thus. to
implement this change, the United States first needs to help Central
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America attain at least short-term regional stability (including substan-
tially reduced political violence) and make greater progress toward
attaining macroeconomic stabilization and adjustment, both of which
are needed for an accelerated development effort to be sustainable.

Placing greater emphasis on broad-based development would entail

(1) shifting funds from balance-of-payments support to development
assistance in countries that attain stabilization and make progress
toward adjustment and (2) focusing the use of U.S. influence and pro-
gram conditionality in such countries to encourage reforms needed to
“‘spread the benefits” of economic growth. During this process, those
Central American countries that have been the focus of U.S. assistance
efforts most likely will require outside assistance at least commensurate
with that provided by the United States under cal. If the United States
normalizes relations with the governments of Nicaragua and Panama,
they will most likely seek reconstruction assistance from the United
States. The February 1989 report of the International Commission for
Central American Recovery and Development, better known as the San-
ford Commission, projected that approximately $10 billion in external
assistance will be required over the next 5 years to promote recovery
and establish a basis for sustained social and economic development in
Central America.

Maintaining this level of support will require continued high levels of
assistance to the region from the United States, other donor nations, and
the multilateral development banks. While external assistance to the
region did not reach levels anticipated by the Kissinger Commission,
other donor countries, most notably Japan and certain European
nations, have begun to increase their assistance to Central America dur-
ing the late 1980s. In addition, multilateral development agencies have
been involved in promoting economic growth in certain countries. Cen-
tral American countries themselves must also strengthen their commit-
ment to promote the development of their own poor.

There was general agreement at both Gao conferences that the U.S.
development strategy should continue to strengthen the provision and
delivery of social services and focus on the creation of jobs and income
opportunities. Our conference participants agreed that improved social
services were essential; they represent the human-resource development
efforts needed to prepare the poor to participate in economic growth.
Available statistics demonstrate that microenterprises and small farm-
ers, which comprise the small-business communities of Central Ameri-
can countries, are best capable of using U.S. funding and technical
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assistance to create jobs and income opportunities for the poor. Support-
ers add that promoting the growth of microenterprises also serves a
democratization purpose by helping to create a domestic entrepreneurial
class that is the beginning of a middle class and a *‘political center.” This
new middle class, in the long run, can support U.S. government efforts
to encourage Central American governments to make the changes
needed to improve the delivery of social services and secure the growth
of the domestic business community. Even though the facilities created
through export-led growth tend to be relatively less labor intensive
when compared with microenterprises and small farms, most observers
agree that programs to promote investment in export industries can also
generate needed jobs and foreign exchange.

As part of this new emphasis, the U.S. government may want to

(1) acknowledge that attainment of broad-based development will
require a long-term effort, (2) reaffirm its commitment to help Central
America see this effort through to its completion, and (3) place greater
emphasis on coordinating its development efforts with other donors.
Specifically, as a country stabilizes its economy and makes progress
toward adjustment, the United States may want to consider shifting
some ESF funds to development projects and encouraging international
institutions to shoulder the major burden of furthering structural
adjustment.

Our analysis indicates that the United States needs to continue certain
efforts and strengthen others as it pursues its development efforts in
Central America. Specifically, the United States can improve the deliv-
ery of social services by

making greater use of conditionality, possibly in coordination with other
donors, to encourage Central American governments to initiate institu-
tional and policy reforms, such as (1) revising labor management prac-
tices and tax policies needed to increase absorptive capacity,

(2) refocusing priorities to better reflect the needs of the majority of
their people, and (3) reducing corruption, and

continuing to use private organizations to augment government delivery
of social services and, where appropriate, strengthening the role played
by municipalities in providing such services.

The United States can assist the development of small farms and
microenterprises by
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helping to increase farm incomes by devoting greater resources and,
where appropriate, making greater use of conditionality to support and
encourage government and private efforts to redistribute land to poor
farmers, possibly through special banks that provide mortgages for this
purpose, and by expanding efforts to provide small farmers with credit
and technical assistance and

assisting the development of microenterprises by increasing credit and
technical assistance, using conditionality to encourage Central American
governments to irnplement administrative reforms, such as simplifying
new business registration practices and insulating small firms from cer-
tain tax requirements and labor regulations and enhancing their efforts
to find ways for the larger export-oriented firms to obtain services and
supplies from domestic microenterprises.

The United States can assist Central American countries in promoting
foreign and local direct investment in export-oriented enterprises by

making greater use of conditionality to encourage beneficiary govern-
ments to make policy and institutional changes, such as increasing
investment in infrastructure and improving business services, which are
needed to generate greater levels of investment;

working with the Central American countries to increase intra-regional
trade, possibly by recreating a regional economic community similar to
the Central American Common Market, which would require ending the
political isolation of Nicaragua and helping the member states to take
measures needed to better orient their economies to participate competi-
tively in world markets; and

continuing favored access to the U.S. market.

AID did not express any disagreements with the overall findings, conclu-
sions, and matters for consideration contained in this chapter. It made
specific comments regarding the level of investment in Central America
and the difficulties involved in recreating the CACM. We took these com-
ments into consideration and revised the draft accordingly. AID’s com-
ments and our response are included in appendix IV.
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GAO Conference on Central America,
Washington, D.C.

On January 12 and 13, 1989, we hosted a conference of U.S. experts on
Central America in Washington, D.C. The purpose was to (1) evaluate
our tentative review findings on the impact of U.S. programs promoting
security, democracy, economic stabilization, and development; (2) obtain
additional insight into the effectiveness of U.S. strategies to achieve
these goals; and (3) provide a forum for the free exchange of ideas on
the future direction of U.S. approaches to the region’s problems. About
25 panelists were invited for a full day of working group sessions and a
half-day of plenary discussions with an invited audience.

The panel, which included academicians, current and former U.S. gov-
ernment officials, and representatives of nongovernment entities, was
divided into two groups: one focused on political/security-related issues,
and the other focused on economic/development-related issues. The con-
ference included in-depth discussion among all panelists and interaction
from an invited audience of congressional staff, academicians, and gov-
ernment and nongovernment officials. Dr. Mark B. Rosenberg, Director,
Latin American and Caribbean Center, Florida International University,
led the political/security discussions. Dr. Marc Lindenberg, Lecturer in
Public Policy, John F. Kennedy School of Government, Harvard Univer-
sity, led the economic/development discussions.

Summary reports on the proceedings of the panels follow. The views
and opinions in these summaries reflect those expressed by the partici-
pants and, therefore, do not necessarily represent those of GAO.

Regional Security

Discussions about U.S. efforts to improve security and defense relations
in Central America focused on strategic, regional, and tactical concerns.

Strategic Concerns: The
Soviet Role

A major issue confronting the panelists was the current nature of the
Soviet strategic threat, given perestroika and glasnost. Throughout the
discussion, a number of panelists indicated that the United States had
never formally raised the issue of Central America with the Soviets. The
current Soviet transition offers an important opportunity to raise this
issue and convince the Soviets to reduce their support for Nicaragua
(and, by implication, Cuba). However, some were skeptical that any
U.S.- Soviet agreement would have an impact on Cuba’s more revolu-
tionary communist foreign policy toward Central America.
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Regional Concerns:
Broader U.S. Role

Panelists emphasized their sense that bipartisanship on regional secur-
ity issues was essential if coherent bilateral and multilateral efforts
were to be presented. They perceived threats to regional security to be
broader than the Soviet role. They believed, for example, that narcotics
trafficking, the Central American military, and economic instability con-
stitute significant threats to the national security of Central American
countries.

Panelists differed on what actual U.S. regional security objectives had
been during the past 8 years: containment of communist expansion or
rollback. One panelist suggested that an evaluation of the effectiveness
of U.S. policies was contingent upon which of the two was the major
U.S. objective.

While the group perceived the threat to regional security from Cuba to
be greater than from Nicaragua, several panelists agreed that the United
States had to deal directly with Nicaragua to address U.S. security con-
cerns. But to the extent that Soviet influence in Nicaragua is the major
issue for U.S. security, there seemed to be a sense that the Soviet {'nion
would have to play a role in the process.

Tactical Concerns: Revised
U.S. Role

Panelists tended to be critical of U.S. regional security efforts, particu-
larly regarding Nicaragua and El Salvador. In general, this concern
focused on U.S. support for a low intensity conflict strategy, including
its costs and impact. On Nicaragua, there was a feeling that further iso-
lation would be a mistake in that its reliance on the Soviet Union would
be enhanced and the possibility for Central American economic recovery
would be further reduced. One panelist asserted that the more pressure
placed on Nicaragua by the United States, the greater its dependence on
the Soviet Union and other Eastern European countries becomes.
Another panelist asserted that isolating Nicaragua from Central
America is “‘maniacal” because the Nicaraguans who should be in Nica-
ragua’s political mainstream are not even in Nicaragua.

On El Salvador, concern was expressed about the nature of the conflict
there and the military aspects of low intensity warfare. U.S. tactics were
seen to be exhausted; however, the panelists were without suggestions
as to how to deal with the guerrilla warfare and terrorism being waged
by the left.
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Democracy

In conclusion, one panelist suggested that the United States should have
taken fuller advantage of the security-related provisions of the Esquipu-
las II peace agreement.

Discussions about U.S. efforts to strengthen democracy in Central
America during the past 8 years focused on the philosophy of U.S. sup-
port for democracy initiatives in Central America, accomplishments of
these initiatives, and the merits of various U.S. approaches.

Should the United States be promoting democracy overseas? Can demaoc-
racy be exported? Panelists raised these two fundamental questions.
They seemed to agree that, because the entire region is experiencing a
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new wave of democracy, the United States should be involved in Sup-

porting democracy and should emvphasize its importance in bilatera
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affairs.

One panelist stated that the United States should not be ashamed about
promoting democracy in Central America but noted that the United
States does not have a monopoly on things democratic. Another panelist
with experience in the executive branch pointed out that the United
States can facilitate, assist, and promote democracy but cannot impose it
on the region. Another asserted the importance of continuity in the U.S,
approach to democracy. However, another cautioned that the American
thrust for democracy contradicts the Latin American desire for

nonintervention.

In enumerating key elements of democracy, the group believed that
peace and democracy were intimately related. Without one, the other
cannot exist. An emphasis was also placed on democracy’s procedural
quality—accountability, empowerment, and an absence of the govern-
ment’s tyranny over the people. Panelists were less concerned about the
institutional configuration of democracy. However, one panelist

ramindod the groun of Central America’e rich n]nrohf‘r af nrivate ingti-
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tutions, which ultimately serves as the solid basis for any democracy.

Limited Progress for
Democracy in Central
America

e P

The genercu sense OI the pdﬂellbtb was Llld.L more time was needed for
the significant development of democracy in the region. One panehst
suggested that the democratically elected governments seem to behave
in exactly the same way as the undemocratic governments. Althonugh
one panelist noted the lack of indicators to measure the qualitativ e and

Page 58 GAO/NSIAD-89-170 U.S. Assistance in Central America



Appendix I
GAO Conference on Central America,
Washington, D.C.

quantitative changes in the region’s democracies, several felt that posi-
tive democratic changes had taken place since the early 1980s. Another
panelist asserted that the reinforcing nature of positive changes in the
region, large or small, should not be underestimated.

Civil-military relations still constitute a major area of difficulty in pro-
moting democracy. One panelist stated that the military involvement in
Central America ‘“‘diminished” the quality of democracy. Another
asserted that the military makes the key decisions in every country in
Central America and that, accordingly, the current state is something
other than real democracy. Another panelist further pointed out that
U.S. policies have often encouraged a strong military role. As a result,
efforts to support democracy have been undercut.

Approaches to
Strengthening Democracy

It was generally agreed that if U.S. programs are to be continued, higher
levels of funding will be needed. However, there was no agreement
about the types of programs that should be conducted. One panelist sug-
gested that the United States should channel more of its assistance
through intermediaries to avoid involvement in sensitive activities.

While there was little evaluation of the specific instruments and policy
tools that could be used, one panelist suggested that the United States
should look at the component parts of what constitutes a democratic
process and then reinforce those areas where there are opportunities for
progressive change. In response to the problem of military influence in
the region, another panelist indicated that the United States should con-
dition its aid on actions that would increase the power of the civilian
sector over the military sector; otherwise, in his opinion, democracy
could not progress.

While one panelist asserted that Latin American cooperation could be an
important instrument to support the region’s democracies, he pointed to
an existing multilateral arrangement—the Esquipulas II regional peace
plan—as the most important instrument to enhance democracy in Cen-
tral America.

Panel Recommendations
on Regional Security and
Democracy

The following approaches and recommendations emerged from the polit-
ical/security discussions.

1. For U.S. efforts to have greater impact in Central America, a biparti-
san consensus on policy must be forged in Washington. This consensus
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should focus on more realistic objectives and expectations that define

urity threat and 4 ant an the ralac and moanc
the nature of the security threat and agreement on the roles and means

to meet that threat.

2. The United States should not base its regional policies on what the
Soviet Union has said it will do in other areas of the world. Rather. there
should be direct communication between the two countries over
security-related matters. Small, cautious steps with Cuba might be
undertaken to broaden the dialogue on Central America. The United
States should directly communicate to Nicaragua its concerns on secur-
ity matters and attempt to foster a mutually acceptable understanding.

3. The United States should rebuild its consultations and communica-
tions with major Latin American countries as a means to promote a
broader multilateral effort to resolve Central America’s problems. Cen-
tral American countries themselves should play a larger role in the reso-
lution of their own problems. Any peace settlement for the region must
involve Nicaragua, which should not be further isolated from other Cen-
tral American countries. Esquipulas II, with enhanced verification
mechanisms, constitutes a vehicle for addressing U.S. political and
security concerns.

4. Democracy is the best way to guarantee U.S. security interests in Cen-
tral America. The United States and other Western allies should develop
a detailed plan for strengthening democracy in the region. U.S. develop-
ment assistance efforts should be more sensitized to the significance of
democracy. Institutional adjustments should be made, higher levels of
funding should be allocated, more interagency consultation should be
promoted, and in-country missions should have specially designated and
trained officers responsible for overseeing democratization programs.

Economic Stabilization

The panel believed that the Central American economic crisis had been
reversed in many countries. But the group’s opinions differed about how
profound this reversal was and why it took place. Part of the group saw
the turnaround as fragile, even in countries like Costa Rica and Guate-
mala, while others felt it was more solid than in most Latin American
countries in the 1980s. Part of the group saw U.S. policy and assistance
as vital to this turnaround; others noted that some Central Americin
governments, like that of Guatemala, took the initiative before other
donors expressed interest. Some of the group felt that the importance of
other donors in the turnaround should not be overlooked.
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The panel saw economic stabilization as most successful in Costa Rica,
Guatemala, and Belize; as less successful in Honduras; and as unsuccess-
ful in El Salvador, Panama, and Nicaragua. All agreed that significant
debt relief for Costa Rica will be necessary if future economic progress
is to take place. The group also highlighted rural development in Guate-
mala as an important future emphasis. The group agreed that U.S.
policymakers should squarely face the tradeoff between the goal of eco-
nomic policy reform needed to consolidate economic recovery in El Sal-
vador and Honduras and political and military objectives.

If political and military objectives are primary, then the process of eco-
nomic policy reform may have to be slower. The group reached no con-
sensus about the impact of U.S. sanctions on Nicaragua and whether
they should be lifted.

Debt

Improving the
Standard of Living

The panelists considered that the debt problem was not as important for
the Central American countries as for their larger Latin American neigh-
bors such as Brazil, Mexico, or Argentina. However, they believed it was
important to differentiate the problem by country and source. Costa
Rica and Nicaragua have serious problems that require a special focus.
The group recommended the use of multidonor consultative groups to
review specific country situations with key officials from those coun-
tries. These discussions could include mechanisms to lighten the debt
burden, particularly for Costa Rica and Nicaragua.

The panel group agreed that because of the seriousness of the economic
collapse in Central America, donors paid more attention to stabilization
than to broad-based development. However, they saw some successes in
specific development areas.

Land Reform

The panelists believed that U.S. policymakers needed to place Central
American land reform in the context of world experience. One panel
member emphasized that land reform efforts generally did not work on
a gradual basis. The most successful efforts, as in Japan and Taiwan.
were rapid. The panelists acknowledged some success in El Salvador’s
effort and encouraged policymakers to reconsider the role of land
reform as a basis for providing more stable social development.

Page 61 GAO/NSIAD-89-170 U.S. Assistance in Central America



Appendix [
GAO Conference on Central America,
Washington, D.C.

Social Service Delivery

The panelists believed it was important to strengthen Central American
institutions to improve their capacity to provide social services. They
would encourage policymakers to reconsider the role of municipal devel-
opment and the role of private voluntary organizations, the private sec-
tor, and units of government in delivering critical social services. They
specifically would discourage U.S. policymakers from using the military
for the delivery of social services.

Export-Led Growth

The panel group believed that Costa Rica, Guatemala, and Honduras had
demonstrated encouraging changes in their export sectors. In the first
two countries, in particular, there have been increases in nontraditional
exports such as fresh fruit and vegetables, flowers, shrimp, lobster, fish
products, and some light manufactured products. There were differing
opinions about how long-lasting these changes would be and how much
future growth and employment could be generated from them. The pan-
elists stressed the need to open the U.S. market to Central American
products even further and to help the Central Americans find markets
in Europe and Japan. There was no consensus about the role of regional-
ism or the Central American Common Market in future economic
growth.

Microenterprise
Development

The panelists gave high marks to U.S. assistance in this area. It rein-
forced the importance of assistance to microenterprises and the informal
sector. They noted the difficuities involved with linking microenter-
prises and small businesses to export development and suggested that
U.S. policymakers look at lessons learned in micro-enterprise develop-
ment elsewhere.

Conclusions and
Considerations for the
Future

The following approaches and conclusions emerged from the discussions
about U.S. efforts to support economic stabilization and development:

1. Economic stabilization efforts were relatively more successful in
Costa Rica, Guatemala, Honduras, and Belize and quite unsuccessful in
El Salvador, Panama, and Nicaragua. Because of the depth of the eco-
nomic and political crises in the region, development goals were not met.
Neither growth nor employment goals were met due to unrealistic time
frames in the initial assistance proposals, political violence, limited
absorptive capacity of the governments and private institutions. lack of
interest and commitment to policy reform in some countries, and prob-
lems in the international economy.
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As a result of these factors, per capita income and the standard of living
in Central America actually deteriorated during the 1980s in spite of
large amounts of U.S. assistance. The panelists disagreed about the
depth of the reduction in living standard levels among Central Ameri-
cans and about the extent to which U.S. assistance might have helped
the situation.

2. The objectives of U.S. assistance for the future should be reformu-
lated to focus much more specifically on adjustment with more broadly
based economic and social development. This approach should include
an explicit focus on export-led growth with special attention to employ-
ment and improved standards of living, more multilateral coordination
of foreign assistance efforts, and stronger reinforcement of Central
American initiatives, particularly those based on regionalism. Also,
more attention is needed on policy differentiation by country, since each
of the Central American nations has had a different level of economic
recovery in recent years. The panelists also encouraged U.S. policy con-
siderations in areas like the environment, infrastructure development,
municipal development, and the protection of high-risk poverty groups.

3. Panelists favored a renewed emphasis on specific sectors, such as
agriculture and industry, as well as an effort by the U.S. government to
help Central American countries negotiate with the International Mone-
tary Fund and the World Bank to extend the time frames for economic
stabilization and structural adjustment.

4. The original time frame for U.S. initiatives for Central American
democracy, peace, and development proposed by the Reagan adminis-
tration was too short to have the desired impact on economic recovery
and broad-based development. The time frame should be extended for a
consolidated and solid foundation.
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On August 11 and 12, 1988, we sponsored a symposium in San Jose,
Costa Rica, to obtain the views of about 30 Central Americans on the
impact of U.S. assistance to the region during the 1980s. Participants
were asked to assess the results of U.S. assistance to achieve economic
stabilization, improve the standard of living, strengthen democracy. and
reduce Soviet bloc influence. We felt that a symposium of this type
would gather views of segments that might not be obtained during the
course of in-country work, specifically those whose views might not nec-
essarily be supportive of U.S. activities but whose background qualified
them to address at least one of the issues under consideration. Sympo-
sium participants included academicians; current and former govern-
ment officials associated with development, planning, finance, and
economics; and representatives of political parties from the five Central
American countries and Panama. The symposium was organized jointly
by GA0, the Central American Institute for Public Administration, and
the Latin American Faculty of Social Sciences.

Summary reports on the proceedings of the symposium follow. The
views and opinions in these summaries reflect those expressed by the
participants and, therefore, do not necessarily represent those of Gao.

. : Overall, participants agreed that the U.S. policy of reducing Soviet.
Reducmg SOVIet BlOC Cuban influence in Central America has been “‘erratic, confusing. and

Influence highly politicized” and has provoked uncertainty about U.S. objectives
in the region. They agreed that U.S. policy favors regional armament
and therefore limits the possibilities of reaching an agreement on mili-
tary reductions. The majority felt that U.S. policy is based on the con-
cept that violence in Central America has its basis in communism and
international Marxist subversion. They consistently stated that the
United States had elevated the conflict from an internal to an external
level and, as a result, Central America had entered the East-West con-
flict. Such a policy, they said, ignores secular and oppressive social
injustice—the true cause of the conflict.

In the case of El Salvador, participants agreed that the United Stites
has addressed the effects rather than the causes of the conflict and rhat
focusing on the former only intensified the war and created other nega-
tive effects. They said that undue U.S. military intervention in the
region drove some governments and insurgent groups to request more
military assistance from Cuba and the Soviet bloc. To Central Ameri-
cans, U.S. influence is just as worrisome as Soviet/Cuban influence in
that any manifestation of the East-West confrontation in the region
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adversely affects the national interests of Central American countries
and their sovereignty.

There was a broad consensus that the type and amount of U.S. military
assistance to the region has had negative results. For example, in El Sal-
vador, participants agreed that the conflict between the U.S.-supported
military and the leftist insurgency has decreased the prestige of the
civilian government due to its inability to solve the conflict. They added
that large amounts of U.S. assistance resulted in dependence on those
funds as well as widespread corruption. In Nicaragua, the conflict
waged between the contras and the Nicaraguan military has exacer-
bated the economic and social situation without resulting in the intended
democratization of the Nicaraguan government. Overall, participants
stated that continued military assistance to Central American armed
forces only reinforces the autocratic nature and tradition of the
military.

Participants strongly favored negotiated solutions to the regional con-
flicts. They believe that a peaceful solution would be more realistic in
the context of regional agreements and would promote respect for the
sovereignty of Central American countries. They noted that although
the Esquipulas II regional peace plan addresses security issues and
establishes that Central American governments negotiate the limits of
foreign military presence in the region, U.S. policy and intervention
have postponed action on security-related provisions. Participants
emphasized that the United States must accept a regional disarmament
plan that reflects the political interests of each Central American coun-
try with input from the United States. Many participants suggested that
the United States should sign agreements with the Soviet Union and
Cuba to reduce arms or achieve relative disarmament in the region.
They added that the United States must realize that regional violence
has its origins in a tradition of social injustice and ensuing internal con-
flicts, not ‘‘superpower” conflicts. With this recognition, the United
States should address the true causes of the region’s problems—eco-
nomic, social, and political disparities. Regarding the role of the military
in a democratic government, participants agreed that civilian leaders
must assign a subordinated role to the armed forces and suggested that
the United States could work with these governments to strengthen
their capabilities to manage their armed forces.
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Many participants felt that (1) the goals and long-term implications of
democratization initiatives sponsored by the United States have not
been clearly stated and (2) it is unclear whether the United States is
genuinely committed to promoting democracy or is simply protecting its
own security interests. Some felt that in the case of Nicaragua, for
example, the United States is more interested in preventing Marxism
from spreading throughout the region (and thus posing a potential
security threat) than it is in promoting democracy. They added that if
the United States is committed to promoting democracy, its strategy
should be implemented in a development context.

The majority of the participants believe that the United States is trying
to impose its own style of democracy on Central American nations with-
out recognizing individual country differences or national interests. For
example, some stated that the United States is imposing its own brand
of democracy in El Salvador through military means; they emphasized
that military repression and human rights abuses, which they believe
continue, contradict the basic tenets of democracy. Further, in some
instances, no national consensus on democracy exists. At the same time,
they believe an imposition of foreign will denies the autonomy of a
country, and the less autonomy a country has, the more difficult it
becomes to build a true democratic process. They added that Central
American governments accept whatever democratization initiatives the
United States recommends without a clear understanding of where the
actions will take them. However, this assistance is conditioned on fac-
tors that are sometimes beyond the control of civilian governments, such
as human rights violations.

According to many symposium participants, the United States has
emphasized military solutions to the conflicts in Central America to the
detriment of dialogue and peaceful negotiations. They felt that, in real-
ity, democracy evolves when injustices in the society are addressed, not
when the military prevails over repressed elements of the society. They
added that war only reinforces the inherent power of the military and
suggested that the United States should accept the possibility of negoti-
ated solutions and should comply with regional initiatives to promote
peace, such as Esquipulas II.

There was a broad consensus among participants that the United States
may have taken a too visible role in promoting democracy, especially in
El Salvador, Nicaragua, and Panama. To avoid the appearance of undue
interference, some suggested that the United States should keep a lower
profile, permit Central Americans to be more involved in formulating
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Economic Stabilization
and Structural
Adjustment

programs, encourage multi-donor projects, and channel sensitive democ-
ratization assistance through regional or multilateral institutions.

Most participants agreed that not much progress had been made to
achieve economic stabilization and structural adjustment. They felt that
the United States distributed economic assistance as a tool to achieve its
security objectives instead of as a means to achieve long-term regional
economic stabilization. They charged that U.S. aid is (1) administered
according to “‘universal truths” that ignore individual country circum-
stances and (2) channelled bilaterally rather than through multilateral
agencies in order to control its application. Some felt that the United
States has undue influence over the International Monetary Fund, World
Bank, and other multilateral organizations and that, as a result, these
organizations have policies to emphasize short-term stabilization policies
at the expense of gradual economic development and long-term solu-
tions. Other participants lauded the multilateral organizations for help-
ing Central American governments realize the importance of austerity
policies, which are indispensable to balanced long-term growth.

The majority of participants felt that economic malaise in the region
continues due to a perceived “double policy” on the part of the United
States; that is, the United States seeks to attain economic stability in
some countries while destabilizing other countries. Further, they felt
that it is impossible to stabilize an economy without first addressing the
basic needs of the poor majority, who bear the brunt of economic insta-
bility. They recommended that the United States reevaluate its priorities
for promoting economic stabilization and adjustment and suggested that
the United States should be more receptive to policies developed by Cen-
tral Americans or in conjunction with other organizations, such as the
European Economic Community.

According to some participants, the United States places too much
emphasis on privatization and on channelling development assistance
through the private sector. They cautioned that the private sector in
Central America is not adequately developed and, in most cases, repre-
sents the oligarchy, which is reluctant to share the benefits of economic
growth. They added that the private sector lacks the capacity to define
economic policies, to do business in an international context, and to
implement technological change. They felt that the United States must
accept that Central American governments have a role in promoting
industrial development and that certain industries need government
protection, especially those industries that provide public services and
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do not operate at a profit, such as mass transportation industries. Most
felt, however, that Central American governments are far from being
perfect and cited specific miscalculations in the management of eco-
nomic policy. For example, federal deficits in some countries have been
increasing throughout the decade, but the governments in these coun-
tries have refused to initiate tax reforms. The governments of Costa
Rica, Guatemala, and Honduras have steadfastly refused to adjust their
exchange rates to reflect more realistic market valuations. Most partici-
pants agreed that the United States should work with Central American
governmental institutions to improve their efficiency rather than press
for privatization.

Some participants called on the United States to take a different
approach in helping Central Americans export their goods. Central
American countries currently depend on a few exportable products and
a rigid exporting structure. They recommended that the United States
break down existing barriers and open its markets selectively to Central
American products. They cautioned that market openings should be
selective to avoid deterioration of exchange rates and that the {nited
States should also help countries compete in international markets.
Some predicted future problems arising from biotechnological develop-
ments in industrialized countries, warning that they are producing sub-
stitute products for Central American agricultural exports.

Improving the
Standard of Living

According to the majority of symposium participants, the United States
focused its efforts on solving the region’s problems by promoting proce-
dural rather than substantive democracy and ending the conflicts mulita-
rily rather than addressing the social, economic, and political causes of
insurgencies. They believe that Central Americans’ living conditions
deteriorated drastically during the 1980s as a result of the U.5.
approach and Central American governments’ reluctance to initiate nec-
essary reforms. Further, because development assistance was not chan-
neled effectively or efficiently and structural changes, such as agriarian
and tax reform, and technical assistance to promote self-sufficiency
were not implemented, improvements could not take place.

According to the participants, deterioration in the standard ot hviny
across Central America has reached intolerable levels. They agrecd rhuat
it is impossible to address social development within the context of war.
Many pointed out that U.S. efforts have not alleviated poverty i ¢ v n
tral America because formal structures through which aid is chanreiled.
such as the private sector, prevent the aid from reaching the poor I
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addition, some pointed out that systems of taxation and distribution of
public sector spending are counterproductive in that taxes are not equi-
tably levied and public goods are unfairly distributed. Others raised the
serious problem of agricultural credit provided to farmers at very high
interest rates. Still other participants criticized the U.S. food aid pro-
gram, stating that it obstructs the productive processes by oversupply-
ing sectors of the agricultural economy with food and results in unfair
competition for local producers. They suggested that to eradicate pov-
erty in the region, the United States and the oligarchies must take risks
in supporting political, economic, and structural adjustments.

Participants agreed that the United States should not use its agrarian
reform program to further its security goals but should establish pro-
duction systems that promote self-sufficiency, provide agricultural
credit, and enhance technical and marketing skills. They said that orga-
nizations helping to alleviate poverty require increased technical assis-
tance in order to help the populations overcome the problems of
nutrition, housing, health, and others. Participants added that Central
American countries have been developing their own mechanisms to
channel aid to grassroots organizations but that they require additional
resources to channel that aid effectively and efficiently. Many endorsed
the recommendation that the United States increase governments’ con-
trol and accountability over ESF assistance, alleging that ESF monies had
been used to fund military activities.

Participants at GAO
Symposium on Central
America, San Jose,
Costa Rica
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Former Director of the Government’s Program for Structural
Adjustment

El Salvador

Angela Biguer

Economist

President of the Salvadoran Bank
Former Vice Minister of Economics

Mariano Castro Moran

Retired Colonel

Member of the Civic-Military Directorate that ruled El Salvador between
1961 and 1962

Hector Dada

Economist

Former member of the Government’s Revolutionary Junta

Member of the United Nations’ Economic Commission for Latin
America and the Caribbean

Manuel Sevilla

Economist

Vice Minister of the Treasury and former Executive Director tor the Nal-
vadoran Foundation for Development and Low Income Housing

Ruben Zamora

Doctor of Political Sciences
Former Minister of the Presidency
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Leader of the Social Christian Popular Movement and the Democratic
Convergence

Guatemala

Victor Galvez

Sociologist

General Director of Investigations
University of San Carlos

Francisco Pinto
Economist and Public Administrator
Vice Minister of Finance

Rene Poitevin

Sociologist

University Professor and consultant to various international
organizations

Honduras

Guatama Fonseca
Lawyer and Journalist
Former Minister of Labor under various administrations

Alicides Hernandex

Economist

Director, Graduate Economics Program
Autonomous National University of Honduras

Jorge Arturo Reyna

Former President, Autonomous National University of Honduras
Former Presidential Candidate

President of the Liberal Democratic Revolutionary Movement

Nicaragua

Rainiero Romero
Public Administrator
General Director of Organizations and System, House of Government

Orlando Solorzana

Economist
Vice-Minister of Planning
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Manolo Cordero Guadra
Former Counselor, Embassy of Nicaragua, Washington D.C.

Panama Cecilio Simon
Economist and Public Administrator
Dean of the Faculty of Public Administration
University of Panama

Jorge Montalvan

Sociologist and Medical Doctor

Member of the Political Directorate, PRD

Professor of the School of Public Health, Faculty of Medicine
University of Panama

Symposium Sponsors

Central American Institute Ferrari Dennis Aguiluz

. o . Lawyer and Public Administrator
?&iﬁ%ﬁ%ﬁ:@;i&on Principal technical advisor UNDP Project that supports ICAP
)

Rica Carlos Cordero
Economist
Director of ICAP

Raul Ovando

Engineer

Coordinator of Graduate Program in Public Administration develop-
ment), ICAP

Mauricio Valdez
Doctor of Political Science
Director of Graduate Programs, ICAP

Mauricio Vargas

Medical Doctor

Coordinator of Graduate Programs in Public Administration (health
ICAP
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Social Sciences (FLACSO) Researcher on United States and Central American Relations Project

Manuel Araya
Director, Graduate Program on Central America, Latin America, and the
International System

Marilizabeth Gonzalez
Researcher on United States and Central American Relations Project

Rafael Menjivar
Director, FLACSO
Former President of the University of El Salvador

Carmen Maria Romero

Sociologist
Director of Research
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U.S. Assistance to
Strengthen Democracy
and the Panama
Defense Forces
Concurrently

Although linked by geography and recent history to the rest of Central
America, Panama'’s political and social traditions are very distinct, and
its large export-oriented service sector is unlike that of the rest of the
region. These factors, combined with the history of the Canal and the
continuing strong U.S. military and commercial presence, have created a
unique relationship between Panama and the United States. Strategi-
cally, Panama facilitates the projection of U.S. interests in this vital part
of the world.

The Panama Canal Treaties of 1977 marked the end of one phase of
U.S.-Panamanian relations and the beginning of another. While U.S.-
Panamanian relations have not always been warm, recent events have
strained this relationship and highlighted the difficulties faced by the
United States in Central America.

We invited six experts on Panama to review events preceding the politi-
cal and economic crisis of 1988-89 and to explore possible U.S. options
concerning U.S.-Panamanian relations. These experts included repre-
sentatives of the business community and academia and representatives
from the Department of State, the National Defense University, and the
Agency for International Development. This workshop, held on Febru-
ary 3, 1989, in Washington, D.C., was intended to complement our Janu-
ary 1989 Conference on Central America.

A summary report on the proceedings of the workshop follows. The
views and opinions in this summary reflect those expressed by the par-
ticipants and, therefore, do not necessarily represent those of Gao.

According to participants, U.S. military assistance to the Panama
Defense Forces (PDF) was aimed at forging an apolitical, professional.
modern fighting force capable of fulfilling the terms of the Panama
Canal Treaties, to include assuming principal responsibility for defense
of the Canal in the year 2000. It provided training in the United States
for younger, junior officers in the hope that they would reach responsi-
ble positions in the mid-1990s. U.S. officials tried to convince Panaman-
ian officers both to withdraw from the political arena and to change the
structure of the PDF by devolving police functions into a separate entity.
In this way, it was hoped that the pDF would be insulated from the cor-
ruptive influences sometimes associated with police functions.

The Panamanians made some institutional changes, and training individ-
ual PDF officers produced some improvements. However, panelists
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agreed that major institutional changes needed to complement the indi-
vidual training and fully professionalize the Ppr did not occur. Police
functions, for example, continued to be dominated by the pDF. Panelists
pointed to history and the unique structure of the Panamanian port
economy as being key to understanding why these major structural
changes were not made; namely, a certain amount of graft and corrup-
tion have always been tolerated by the Panamanian business commu-
nity. Some panelists pointed to events of the early 1980s, including the
death of General Omar Torrijos, Panama'’s strongman from 1968 to
1983; the conflict in Central America; and increased drug trafficking as
factors that provided opportunities for corruption. The lack of a Pana-
manian military academy to train PDF officers was also seen as a failure
of U.S. strategy, since those trained at such an academy might have
more effectively set an example for the rest of the PDF. Panelists did not
believe that training individual officers in the United States accom-
plished this.

Panelists viewed U.S. efforts to strengthen Panama'’s civilian sectors
unaffiliated with the PDF as ineffective due to the weak and splintered
nature of the civilian sectors and Torrijos legacy of military involvement
in civilian affairs. Both factors resulted in an imbalance in strength
between the PDF and the civilian sectors unaffiliated with the pDF.

Panelists felt that, in theory, it should be possible to strengthen both the
military and civilian sectors; however, they were divided as to whether
or not this could actually be done. One panelist was extremely skeptical,
noting the relative lack of success of programs carried out by the United
States since the 1960s. Another panelist felt that while such an
approach could not work in Panama, it might be effective elsewhere and
should be examined on a case-by-case basis. This view held that
strengthening democratic sectors and military institutions concurrently
might be especially useful in countries with powerful paramilitary
forces working outside civilian government control.

The forced resignation of President Nicolas Ardito Barletta in 1985
marked a key turning point because the United States, given the oppor-
tunity to uphold an elected leader, did not do so. Panelists pointed to
competing agendas among U.S. government agencies as being principally
responsible for this inaction. Some panelists felt that the United States
had been placed in an untenable position by accepting the election of
Barletta in 1984—a candidate with no real base of power outside of the
PDF. They contended that fortifying the democratic process required
that we accept the results of that process.
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Panelists agreed that defense of the Canal and movement toward a fully
functioning democracy have been the primary long-term U.S. policy
objectives in Panama. However, concurrent with these two long-term
objectives were many short-term, highly visible, unstable objectives,
such as the interdiction of drugs, support for U.S. security objectives in
the rest of Central America, intelligence gathering and, more recently,
economic support for the U.S. and Panamanian business comrmunity and
sanctions designed to hurt the government and the pDF. These unstable
objectives were viewed as sometimes contradictory to each other and to
the long-term objectives. Some panelists pointed to the Noriega indict-
ments, congressional pressures, and U.S. domestic politics in an election
year as driving short-term U.S. policy and complicating decision-making.
Although one panelist felt that administration efforts to coordinate U.S.
policy were more than sufficient, most panelists felt that decision-
making was complicated by the inability of the United States to priori-
tize U.S. interests and reconcile competing agendas among agencies.

Panelists agreed that the United States misunderstood the strength and
character not just of Noriega and the PDF but also of the political opposi-
tion. The indictments against Noriega were seen as being unenforceable,
and the opposition was regarded as being weak and splintered, render-
ing decision-making in Washington more difficult. Public posturing
angered Noriega, raised expectations for a quick solution, and created
conditions less conducive to resolution of the crisis. Most panelists noted
the lack of a greater effort to coordinate actions with friendly countries.
They perceived that a unilateral U.S. effort helped Noriega and the pPDF
portray the conflict as one between the United States and Panama,
rather than a conflict among Panamanians. Moreover, it was felt that
Congress and the press downplayed important actions carried out by
Latin American nations.

The U.S. policy of imposing economic sanctions on Panama was viewed
by some panelists as an example of how complex and contradictory U".S.
decision-making process in Panama has been.

The United States imposed sanctions to complicate public finances and
thus put pressure on Noriega to step down from power. Panelists
asserted that, instead, sanctions hurt the U.S. business community and
the Panamanian opposition. Some initial provisions of the sanctions may
have even helped Noriega. One panelist remarked that U.S. sanctions
were the most brutal ever applied.
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Issues for the Future

In addition, some panelists felt that the policy-making process on sanc-
tions may have been flawed. They pointed out that despite the very
large U.S. investment in Panama, the U.S. business community was not
included in the initial decision-making process on the sanctions. As a
result, the sanctions had to be watered down in order to address U.S.
private sector concerns. Also, some panelists felt that the United States
placed too much emphasis on economic sanctions, since the effects could
not be confined to the targeted sectors—the government and the pDF.

Participants agreed that the U.S. government should not recognize the
Solis Palma regime and should stay the course—at least until after the
Panamanian election in May 1989. While economic sanctions dramati-
cally raise the cost of any future efforts to reconstruct the Panamanian
economy and continued nonrecognition of the Solis Palma regime com-
plicates the operations of the U.S. Embassy, it was felt that neither the
U.S. Congress nor the public would tolerate any accommodation of an
accused drug dealer. They also did not recommend tougher sanctions
because, in their view, Noriega has already demonstrated his ability to
survive such measures.

Panelists identified both the May 1989 elections and the 1990 submis-
sion to the U.S. Senate of a Panamanian as Administrator of the Panama
Canal Commission as challenges for the United States. Of the two, the
elections were considered particularly critical. At issue would be the
degree of support for the opposition, the legitimacy of the elections, and
whether or not to recognize the newly elected Panamanian government.
The assumption was that the Noriega-backed candidate would win in an
election at best only marginally flawed. Nonrecognition of the elected
government in such a scenario would allow the United States to take the
moral high ground in favor of democracy but might also present contin-
uing legal problems for operation of the U.S. Embassy and continued
implementation of the Panama Canal Treaties. Further, this action
would isolate the United States if other nations recognize the new
regime. On the other hand, recognition would simplify operations of the
Embassy and allow implementation of the treaties to go forward but
would damage U.S. prestige abroad and leave Noriega in his position of
power. Recognizing the new regime, while at the same time treating Pan-
ama as the United States does other unfriendly governments. and down-
grading the status of the chief of mission from ambassador to charge
were viewed by panelists as a possible compromise. Military foree was
not viewed as a viable alternative, since it would endanger the hves of
Americans living in Panama and negatively affect U.S. relations with

Page 80 GAO/NSIAD-89-170 U.S. Assistance in Ceniral \merica



Appendix IIT
GAO Workshop on Panama, Washington, D.C.

the rest of Latin America. An honest election would, of course. ¢liminate
the need to make these difficult choices.

Participants recommended that the United States coordinate its actions
more closely with those of its allies in the hemisphere and elsewhere.
Actions taken by the Group of Eight were considered to be of special
importance.

Similarly, participants agreed that abrogation or talk of abrogation of
the Panama Canal Treaties was no solution to the crisis because it would
give Noriega more ammunition with which to fuel anti-American senti-
ment and would push a broad spectrum of the Panamanians against the
United States. In addition, it would convert what up to now has been a
Panamanian-U.S. crisis into a hemispheric issue.

Instead, participants recommended that the United States explore other
means to bring about economic pressure, such as changes to tlags ot con-
venience rules, and alternatives to the use of the Canal, such as a high-
speed rail link across the southern United States. This would provide an
incentive for Panamanian officials to resolve the crisis and give the
United States greater leverage in its dealings with Panama. They
pointed out that while the Canal is of increasing importance to Latin
America, its commercial importance to the United States has declined
and will continue to decline over time. Finally, U.S. aid for reconstruct-
ing Panama could provide an incentive for Panamanian officials to
resolve the crisis.

Panelists did not think that Panama would become a client state of the
Eastern bloc similar to Nicaragua. However, failure to resolve the «risis
would offer Eastern bloc countries a conduit for arms to subversive
groups throughout the rest of the region.

Participants cautioned that the departure of General Noriega from Pun-
ama will not automatically result in the establishment of a democracy
and an apolitical PDF. To ensure achievements of these long-term goals, it
will be necessary to completely restructure the PDF and its relationship
to the civilian government and political parties. Participants recom
mended that no U.S. assistance be provided until steps are taken to start
this process. They also felt that it would be necessary to look ut the
links between the PDF and affiliated political parties.

Reconstructing Panama will require a coordinated effort between 1
United States and its allies. Participants cautioned that reconstricron
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Participants at GAO’s
Workshop on Panama

will be costly and that sufficient money should be allocated for the pro-
cess. Reconstruction aid would have to be channelled through the Pana-
manian domestic banking sector to the small business sector. Policies
enacted to reconstruct the economy should also encourage Panamanians
to bring money back into the economy.

Richard Millett
Professor, History Department
Southern Illinois University

Eva Loser
Fellow in Latin American Studies
Center for Strategic and International Studies

Erik Kjonnerod
National Defense University

Vincent Mayer

Deputy Director

Office of Panamanian Affairs
Department of State

Peter Secor
Office of Panamanian Affairs
Department of State

Steve Ropp
Department of Political Science
University of Wyoming

Kim Flowers
Director, Washington Office
Council of the Americas

Juan Belt

Economist, Office of Development, Bureau for Latin America and the
Caribbean

Agency for International Development
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Note: GAO comments
supplementing those in the
report text appear at the [
end of this appendix.

United States Department of State

:g“j-.
i
K Comptroller

\ Washington, D.C. 20520

]

May 10, 1989

Dear Mr. Conahan: 1

I am replying to your letter of April 21, 1989 to the
Secretary which forwarded copies of the draft report entitled
"Central America: Impact of U.S. Assistance in the 1980s" (coace
472160) for review and comment.

The enclosed comments were coordinated within the Department
and prepared by the Bureau of Inter-American Affairs.

We appreciate the opportunity to review and comment on the
draft report.

Sincerely,

o B 7l

Roger B. Feldman

Enclosure:
As stated.

Mr. Frank C. Conahan
Assistant Comptroller General,
National Security and !
International Affairs Division, |
U.S. General Accounting Office,
Washington, D.C. 20544
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GAO DRAFT REPORT COMMENTS
CENTRAL AMERICA: IMPACT OF U. S. ASSISTANCE IN THE 1980's
(CODE 472160)

The Department of State is pleased to have the opportunity to
comment on the above-cited report. The Department in
Washington and embassies in the region have worked closely
with GAO investigative staff in attempting to ensure that the
final product is as comprehensive, accurate and useful as
possible. The result, however, is mixed.

We have not attempted to provide detailed comments on the
report; its scope and the very limited comment period we were
furnished preclude this. The following points are more in
the nature of general observations on the report as a whole.
The Agency for International Development is providing
separate comments on the more specific, development-related
issues raised in the GAO report.

Central America

Political/Security Objectives

See comment 1 We regret that our earlier ;omments were not taken into

' greater account in preparation of the final report.
More attention to the U. S, role in seeking a comprehensive
regional agreement, to the work of the Special Envoy, and to
the fundamental link between democracy and U. S. security
objectives would have provided more useful balance.
Judgments on the efficacy and content of U, S, policy in
support of democracy and development still reflect too little
understanding of the role of U. S. diplomacy and of the
weight of a sustained, indeed daily, political discourse with
the democracies in the region that heavily influenced the
positive choices they have repeatedly made.

See comment 2.

See comment 3. The report mentions the Bipartisan Accord between Congress
and the Administration without clear acknowledgement of the
elements of policy continuity the Accord reflects. Indeed,
recommendations made by the report on future policy
directions echo the substance of the Accord but without
acknowledging their debt to it or the fact that many of these
recommendations are already reflected in current policy.

See comment 4. The GAO observes that the U. S. publicly supported earlier
regional diplomacy but that U. S. policy undermined its
intent. That assertion raises a fundamental issue latent in
the report: the implications that (a) U. S. interests shou."?
have been understood to be totally and automatically
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coincidental with those of the participant states in the
Contadora process and successive regional discussions, and (b)
that J. S. sovereignty in seeking to influence such processes
is appropriately limited. Clearly, the evolution of regional
peace efforts and of domestic situations in the several Central
American states, combined with the course corrections embodied
in the Esquipulas process and their subsequent refinement to
highlight Nicaraguan compliance deficiencies, shed abundant
light on the inadequacies of the processes that the U. S. is
alleged to have undermined.

See comment 5. Overall, the report demonstrates incomplete understanding of
the dynamics and politics of regional peace efforts.
Astonishingly, it suggests that Nicaraguan failure to meet its
commitments is attributable to U. S. support of the Nicaraguan
Resistance. At one point, it even implies that the February
1989 El1 Salvador summit was held in spite of U. S. military
assistance to the Nicaraguan Resistance, assistance which had
ended one full year before. Nicaraguan efforts to disrupt
regional security--central to the raison d'etre of regional
peace efforts--is attributed to its "past™ military buildup
despite the fact that Soviet military deliveries even in 1988
are greater than those of the preceding year. 1In brief, the
report fails to acknowledge that regional peace has been
elusive because the Sandinistas have refused to end subversion
of their neighbors, repression of their citizens, and their
intimidating military buildup.

See comment 6. The report is correct in asserting that long-range U. S.
resource commitments will be required to continue pursuit of
such goals. Throughout, however, the report adduces as
evidence of policy failure the lack of complete achievement of
key policy goals such as broad-based development, consistent
respect for human rights, and democracy.

Fairness of judgment would have made clear the necessarily
open-ended nature of the effort to pursue those goals, whether
in Central America or regions elsewhere that do not suffer from
active insurgency or so heavy a historical burden. It is
simply unrealistic, for example, to discuss democratic progress
in E1 Salvador as "limited" without introducing a comparative
context or even an analysis of El Salvador in its own terms as
a transitional system that has made enormous democratic
progress and shows promise of capacity to attain mature
democracy. The lack of understanding of the relationship
between local commitment to democracy and the U. S. supporting
role to make progress possible severely undermines the
usefulness of the report as a tool for estimating U. S. policy
success or failure.
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See comment 7.

See comment 8.

The methodology used in recording statements made by those in
Central America who spoke to the GAO teams would not hold up
against the most fundamental rules of attribution and
citation. The paper is replete with "Some observers felt...,
while others...." This device denies the reader any
information about the individual making the statement or any
qualifications or special interests that he/she might possess
which would give the reader any indication that this was an
informed or unbiased opinion. In this way, the GAO reserves
axclusive license to determine whose comments it will use, and
whether that person is informed enough to make a credible
statement.

Economic Objectives

The report provides a generally accurate assessment of the
short-term success achieved by our ESF grants in promoting
economic stabilization. Our efforts to promote structural
adjustment, necessary to ensure longer-term growth objectives,
are yielding positive results in Costa Rica, Belize and
Guatemala; to date, the governments of Honduras and El Salvador
have not undertaken similarly extensive adjustment measures.

There are numerous reasons for these differences in results,
many of which are set forth in the subject report. 1In several
places, however, the report seems implicitly to criticize

"U., S. political objectives" which the GAO believes had
overridden attempts to impose and enforce strict eccnomic
conditionality. Such references appear on page 65 in
connection with our program for El Salvador and on page 66 for
Honduras.

EXxisting legislation recognizes that economic support funds may
be needed to support U, S. political goals, in addition to
assisting the recipient country to undertake structural reforms
necessary to achieve self-sustainable growth. Economic support
funds are appropriately used to meet a variety of U. S.
national interests usually pursued simultaneously.

Economic reforms are negotiated through a policy dialogue
between the U. $. and the recipient country; they are not
imposed unilaterally by the United States. As the report
itself points out, the rate of economic progress depends most
importantly on the willingness of the recipient country to
implement reforms,

In Honduras and in El1 Salvador, there has been progress, but
not as yet to the level desired. All the democratic nations of
Central America will continue to require an ESF program for
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See comment 9.

See comment 10

some time to come. Any premature or overly-rapid reduction of
ESF levels to countries in this region will threaten economic
and political progress already achieved.

One additional comment on a factual point. On page 17, the
report states that the Central America Initiative proposed a
five-year, $8.4 billion plan of economic assistance to the
region, and that Congress appropriated $6.4 billion., This is
incorrect. The $8.4 billion proposal consisted of $6.4 billion
in funding and $2 billion in Trade Credit Insurance Program,
housing, Commodity Credit Corporation, OPIC, and Eximbank
guarantees. Congress did not approve a multi-year
appropriation nor did the sum of its yearly appropriations
equal $6.4 billion. Actual funding, though substantial, fell
significantly short of both the Central America Initiative
levels and of those proposed in the revised Full Funding report
presented to the Congress in March 1987,

Panama

The paragraph on U. S. sanctions against Panama (page 67)
should be changed to clarify the timing and substance of U. S.
sanctions.

U. S. ESF assistance of $56 million to Panama was intended to
support a mid-1980's stabilization program and was tied to
government policy reforms. Uneven progress was occurring when
U. S.-Panamanian relations deteriorated in 1987. With the
exception of certain humanitarian assistance, all economic and
military aid, the sugar quota, and trade benefits were
suspended by the Congress and the Administration in 1987-88.

In addition, in 1988, the Administration ordered that
Panamanian Government assets in the United States be frozen,
payments to the Noriega regime prohibited, and the Canal Treaty
payments escrowed. The U. S. economic sanctions contributed to
an already bad economic situation. In response to pressures by
the Noriega regime on U. S. companies and on the Panamanian
employees of U. S. agencies and firms, the United States made
certain exemptions to U. S. sanctions so as to permit the U. S.
private sector to continue operating in Panama and to avoid
certain adverse effects on private citizens.

On another matter, we are confused by the report's language
regarding the relationship between the Noriega regime's "fiscal
manipulations" and exemptions to the sanctions. The regime did
engage in creative schemes and fiscal manipulations in order to
continue paying government employees, but these actions were
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separate from any exemptions to U. S. sanctions. While it is
true that the exemptions were not intended to benefit the
Panamanian regime, it was also recognized that payment of any
funds allowed by the sanctions would benefit the regime,
Exemptions were authorized nonetheless because of separate and
overriding interests in preserving flexibility for U. S.
private sector operations in Panama and for humanitarian
interests.

@E/n)n i\/ '/'Z[((/‘—\

Richard H. Melton
Acting Assistant Secretary
Bureau of Inter-American Affairs
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GAQ Comments

The following are GAO’s comments to the Department of State’s l;tter
dated May 10, 1989.

1. GAO based its conclusions on analyses of data and the opinions of a
wide variety of personnel, including officials from the Department of
State in Washington, D.C., and U.S. missions in all five Central American
countries and in Panama and Belize. We believe we have appropriately
considered the Department’s comments and incorporated them where
the evidence bore out its assertions.

2. Our objective was not to examine the daily processes used to carry
out U.S. foreign policy, but rather to review the effectiveness and
impact of programs and other activities. Nevertheless, we believe we
have adequately discussed the role of diplomacy, including bilateral
talks between the United States and all countries in the region. the work
of the Special Envoy and the Secretary of State, and the visit of the Vice
President to El Salvador in 1983. Further, our conclusions and matters
for consideration stress the need for dialogue among the United States
and Central American countries.

3. We agree with State that the Bipartisan Accord still continues to
embody previous objectives, namely, support for democracy and
regional security. However, the Accord significantly altered the
approach to achieving these objectives by adopting a bipartisan
approach with primary emphasis on achieving regional stability through
a regional political settlement.

We recognize that our report’s recommendations paralle] the substance
of the March 1989 Accord. GAO working papers with our recommenda-
tions were circulated to the Department of State in November 1988 and
January 1989. In addition, State Department officials attended both our
Symposium on Central America in January 1989 and Workshop on Pan-
ama in February 1989, where the tentative recommendations were
discussed.

4. We found that the United States publicly endorsed Central American
interests as its own, but then, in some instances, acted contrary to these
stated objectives. Further, we agree with the Department of State that
the Central American countries continually improved upon their
regional peace efforts but do not agree with the Department’s implici-
tion that the absence of peace can be attributed to the inadequacies ot
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the agreement separate from any actions by the United States. The cur-
rent situation reflects many factors and actions by a wide variety of
U.S. and Central American actors.

5. We do not agree with the Department’s interpretation and characteri-
zation of our report. We do not state that the Nicaraguan failure to meet
its commitments is attributable to U.S. support of the contras. We do
state that U.S. support for the contras gave the Sandinista government
the pretext not to adhere to its earlier promises to democratize and that
disbanding the contras as a fighting force will deny them this pretext in
the future. We have modified the statement on the 1989 El Salvador
summit to indicate that the summit was held despite incomplete compli-
ance by a number of countries to the plan’s provisions. We have
included reference to the Departments of State and Defense concerns
about Nicaraguan support for insurgencies. Overall, we agree that Nica-
ragua has contributed to regional instability, but we also believe that
social, political, and economic injustices in the region have been the root
cause of discontent and insurgencies. For example, U.S. embassy offi-
cials in El Salvador agree that even if Nicaragua were to democratize,
the insurgency in El Salvador would continue.

6. We agree with the Department that, in fairness, U.S. efforts in Central
America should be viewed as open-ended and evaluated accordingly. We
assessed U.S. activities on the only criteria set by the administration, in
consultation with the Congress, and then pointed out that unrealistic
time frames had been established and that extended periods of time will
be needed to achieve these goals. We note that while steps taken to
strengthen Salvadoran democracy may appear small in the short term,
over the long term their impact could be quite significant. Finally, we
believe that State’s assertion that the report lacks understanding of the
relationship between local commitment to democracy and the U.S. sup-
porting role is inaccurate. We clearly state that, for democracy to suc-
ceed, the Central American countries must commit themselves to
democracy.

7. We have modified attributions and citations in all the chapters to pro-
vide more information about individuals making the statements when-
ever possible. It is not GAO policy to identify by name persons we have
interviewed. We would like to point out, however, that the individuals
and groups we quote represent a broad spectrum of occupations, affilia-
tions, and points of view. Each, by experience or education, is qualified
to address the respective issue. We feel that excluding such views from
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our report would mislead the reader and result in unrepresentative
conclusions.

8. We are aware of the legislation governing the use of ESF and have
previously reported on it (Political and Economic factors Influencing
Economic Support Fund Programs, GA0/ID-83-43, Apr. 18, 1983, and the
reports cited in footnotes in Ch. 4). We agree that ESF has both economic
and political objectives and did not intend to imply that one objective is
better than the other. Our intent was to demonstrate that these two
objectives will continue to compete as long as there is political instabil-
ity in the region and that economic objectives will probably continue to
suffer.

9. We have revised the report to indicate that $2 billion of the adminis-
tration’s original $8.4 billion proposal consisted of guarantees. This data
was provided in our introductory chapter for information purposes. Our
analysis was based on actual military and economic assistance to the
region, estimated at $6.5 billion for the 1981-88 period.

10. We have revised the report to account for the Department’s suggested
changes to clarify our discussion on Panama.
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AGENCY FOR INTERNATIONAL DEVELOPMENT
WASHINGTON. DC 20323

Mr. Frank C. Conahan

Assistant Comptroller General

National Security and International
Affairs Division

General Accounting Office

Dear Mr. Conahan:

This is in response to your April 21, 1989 letter to
Administrator Woods and the accompanying GAQO Draft Report,
"Central America: Impact of U.S. Assistance in the 1980s."
Our comments are limited to those sections of the draft reportc
dealing with matters relating to A.I.D. and A.I.D.-managed
activities,

In general, we are pleased to see recognition that the overall
development strategy being pursued by the Agency for
International Development (A.I.D.) in Central America is
fundamentally sound. The draft report recognizes the need for
A.I.D. involvement with policy reforms to achieve rapid and
sustained growth as well as the need to carry out programs
which impact directly on poor people. Specific comments follow.

Regarding Guatemala, the draft report refers in both the

See comment 1. Executive Summary (p.11) and Chapter 4 (p.69) to the need to
encourage, and even condition assistance on, Guatemala's
privatizing "inefficient state-owned companies.™ A.I.D. is
supporting privatization efforts in Guatemala and elsewhere.
However, Guatemala in fact has a relatively small number of
state enterprises when compared to other less-developed
countries around the world. Only three state-owned enterprises
are cited as problems in the draft report. One of them, the
merchant marine, was recently closed; another, the national
airline, is being proposed for partial divestiture. While we
agree that the third, the telephone company, suffers from
inefficient management and obsolescent equipment, we believe .-
is a less likely candidate for privatization. New investment
and management reform are more probable solutions.

But the central point is that inefficient state-owned
enterprises are a relatively less serious problem in Guatema i
and not significant enough to merit the conclusion.
Futhermore, it tends to detract from the more serious
development concerns in Guatemala cited elsewhere in the dra:
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See comment 2.

See comment 3.

See comment 4.

See comment 5.
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report, namely the need to use U.S., resources and influence to
encourage Guatemalan government policies to invest more in
bringing the benefits of growth to its most disadvantaged
citizens in the Highlands. We would suggest that the
references, especially to conditioning aid on privatization, be
revised or Jdropped from the final report.

With respect to Honduras, we think that the characterization in
the Executive Summary (p.8) is not balanced. O0On page 67, the
draft report notes that Honduras has recently (in the last
couple of years)... "been more amenable to reforms being
suggested by the United States.™ This point should be included
in the Executive Summary. Also, you may want to add the fact
(not mentioned anywhere)} that Honduras' growth rate averaged a
solid 3.5 percent per year over the last four years either in
the body of the report or in the Executive Summary. However, I
would note that we accept the general tenor of the draft
report's comments on donduras' policy reform progress, and we
are seeking both a higher level and faster pace of reform in
the future in Honduras.

On page 33, it is suggested that we need to "enforce or
implement stricter financial controls over direct U.S.
assistance..."” in El Salvador. A few years ago this thought
may have had validity, but not now. Very strict controls and
thorough audit processes have been put in place. In FY 1989,
for example, 114 audits are scheduled to be conducted by
A.I.D.'s Inspector General, non-federal audit firms, and host
country organizations with U.S. technical assistance. This
wording should be dropped from the report.

The draft report makes references (p.62) to Costa Rica's debt
burden being a serious threat to its future economic growth.

We agree but would note for the draft report that the Costa
Ricans are aggressively pursuing a debt buyback plan which we
think has merit and could be a good trial model for Secretary
of Treasury Brady's debt reduction plan, Also, our information
indicates that Costa Rica's commercial debt is presently about
$1.6 billion, not $2.6 billion as stated on page 62.

In Chapter 5 (p.87), the draft report suggests a need to
increase intra-regional trade, "possibly by recreating a
regional economic community similar to the Central American
Common Market.,..." (CACM). As your staff is aware, there is
considerable interest in Central America in a rebirth of the
CACM. However, if this route is taken with a view to
preserving a highly protected regional market and without
addressing the CACM's major structural deficiencies such as
exchange rate distortions among the five countries, this
approach would be counterproductive. We suggest that you
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either drop this suggestion or add language indicating that it
is more important that Central America orient itself to
participate competitively in world export markets offering
greater potential for growth and that serious country-specific
structural problems should be addressed as a precondition to
reactivating the CACM.

The statement (p. 78) that inflows from other sources have not
materialized is incorrect. While flows from other donors are
only now beginning to materialize, private capital flows have
been substantial. Our figures, using primarily IMPF data, show
a net inflow of private capital exeeding $1 billion during
1984-88, compared to a net outflow on the same basis of $1.2
billion during 1980-83.

There is one other comment which I would like to add to this
abbreviated response to the draft report, It has to do with
Nicaragua. The draft report makes several references to the
deterioration of that country's economy due to governmental
mismanagement, war, and economic sanctions. There is no
reference to the massive Soviet bloc economic aid (from
1982-88, $2.9 billion, $550 million in 1988 alone) pouring into
Nicaragua in the 1980's, The addition of data on these flows,
which exceed U.S. flows to any country in the region, would be
most useful as a base for comparing the effectiveness of U.S.
aid to Central American during the 1980's. Without this
information, there is a major gap in the draft report.

Sincerely,

~

Frederick W. Schiec
Acting Assistant Administrator
Bureau for Latin America

and the Caribbean
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GAO Comments

The following are GAO’s comments to the Agency for International
Development’s letter dated May 4, 1989.

1. We agree with AID that Guatemala has serious developmental con-
cerns and that U.S. efforts should encourage the government of Guate-
mala to invest more in bringing the benefits of growth to its most
disadvantaged. Further, while we recognize that Guatemala has fewer
state-owned enterprises than other developing countries, we still believe
that they are a problem. Specifically, while performing fieldwork in
Guatemala, U.S. and other donor officials, some Guatemalan govern-
ment officials, and representatives of the private sector consistently
complained about poor functioning of the state-owned telephone system
and its negative impact on economic growth and private-sector invest-
ments. Nevertheless, to recognize AID's concern that inefficient state-
owned enterprisees are a less serious problem than development con-
cerns, we have removed references to conditioning U.S. assistance on
privatization.

2. We have added AID’s suggested change to our Executive Summary to
make our characterization of the Honduran government’s reform efforts
in the Summary parallel that in the report text. We believe that citing
such a growth rate is misleading, since it masks severe economic prob-
lems and is attributable, in part, to the high levels of U.S. assistance and
the Honduran government'’s failure to service its foreign debt.

3. We agree with AID and have dropped the wording from the report.

4. AID is incorrect in stating that Costa Rica’s commercial debt is

$1.6 billion rather than the $2.6 billion that we cite. Costa Rica’s com-
mercial debt amounts to $2.597 billion, of which $290 million is private
nonguaranteed debt, $676 million is short-term debt (to include the
accumulation of interest arrearages), and $1.6 billion is debt to privite
suppliers and financial markets (figures are rounded), according to the
World Bank.

5. Rather than drop the suggestion, which has potential for contributing
to economic growth in the region, GAo has added language as suggested

by AID.

6. We reviewed the agency’s support for this comment and added intor-
mation to give a more complete analysis of the situation.
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7. We have added information on the estimated levels of Soviet bloc eco-
nomic aid to Nicaragua.
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